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NOTE BY THE PUBLISHER. 

I have looked over the manuscript of this book 
with keen interest. I believe Mr. Mason has devel- 
oped here a theme of vital significance, not only to 
every retail druggist, but to every other merchant 
as well: "How to know your profits and expenses, 
and how to use this knowledge in the improvement 
of your business." 

Mr. Mason was a pioneer in this work. Since he 
began it ten years or more ago, it has been taken up 
by others and applied to different lines of retail 
merchandising, but at the outset anything like a 
systematic calculation of profits and selling prices, 
worked out on a scientific basis, was unknown among 
pharmacists. Certainly there was no literature on 
the subject. 

Now for a decade or more, in his capacity as 
managing editor of the Bulletin of Pharmacy^ Mr. 
Mason has been making a close and intimate study 
of the methods obtaining in the retail drug trade, 
and has been preaching the gospel of business reform 
with great persistency. He has been urging drug- 
gists to take inventories, urging them to keep busi- 
ness records, urging them to get at the real facts 
about their profits and earnings, and constantly 
showing them how they could so improve condi- 
tions as to make their business yield them what it 
should. 

His work has begun to tell. Druggists are 
becoming alive to the importance of scientific man- 
agement, and I do not doubt for an instant that the 
commercial tone of the retail drug business has been 



CHAPTER I. 

THE VITAL NEED FOR FACTS. 

What is the fundamental purpose of this 
book? I'll tell you right at the start, so that 
the book may be read with an intelligent 
imderstanding of what it is meant to achieve. 

There are hundreds of druggists in this 
country to-day who are losing money instead 
of making it, and who will never discover the 
truth until they are forced into bankruptcy. 
There are thousands who, not deceived to 
quite this extent, are not making anything 
like so much money as they think they are, 
and every one of these men might work a 
radical improvement in his business if he only 
knew his faults and understood the necessity 
of correcting them. 

It is the purpose of this book to enable the 
druggist to get at the facts about his business, 
to show him what his profits really are or are 
not, and to assist him in bolstering up his 
earnings so that at the end of the year he will 
come out at the big end of the horn instead 
of being catapulted through the small orifice 
at the bottom. 

Stated in more logical order, this book will 
aim to tell the druggist : 

8 



THE DRUGGIST AND HIS PROFITS 9 

1. How to know what his business now 
yields. 

2. How to know what it should yield. 

3. How to make it yield what it should. 

For 15 years I have been observing the con- 
ditions under which druggists do business. I 
have visited them frequently in their stores. 
I have conducted a large correspondence with 
them, and the drug journal with which I am 
connected has examined and commented on 
hundreds of business statements from drug- 
gists. I have discovered beyond any question 
of doubt that nine men out of ten simply do 
not know how much money they are actually 
making, and have never taken the trouble to 
find out with any degree of accuracy. 

The average druggist merely takes what 
actually accumulates in cash during the year, 
spends it, and fancies himself to be doing 
fairly well, whereas he is very often slowly 
eating up his capital without once realizing it. 
Only one in ten men actually knows the facts, 
governs himself accordingly, and makes his 
business yield him what it should. 

Certainly this is most unfortunate, and it 
doesn't augur well for the future of the retail 
drug business as a business. 

There is no doubt at all about it — competi- 
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tion in the drug business, as in all other lines 
of trade and in all professions, is bound to be 
keener and still more keen. It cannot be 
helped. It is inevitable. 

Among the competitors of the retailer are 
the department stores, the huge mail-order 
houses, and the itinerant venders. For years 
he has been inveighing against these sources 
of competition, but now he is faced with some- 
thing far more direct and immediate. I refer 
to the chain drug stores. 

The chain-store movement is growing with 
considerable rapidity. Not only are there two 
or three large drug-store corporations spread- 
ing gradually over the country, but every city 
of any size now has one or two or three 
smaller chain-store groups, each of them op- 
erating five or 'ten or fifteen establishments. 

And wherever you see a chain-store enter- 
prise, you see the drug business done on sci- 
entific principles. This competition is severe 
for the average druggist because it is intelli- 
gent competition. If, therefore, the druggist 
would hold his own, and keep his head above 
water, he must study the modem science of 
business. He must put himself on an even 
keel with his competitors. If he doesn't, it 
will simply be the old biological story of the 
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destruction of the unfit and the survival of 
the fit. 

Nor is this phenomenon of steadily increas- 
ing competition limited to the retail business. 
W. A. Hover, of Denver, Colorado, one of the 
leading thinkers among the wholesale drug- 
gists of the country, compiled some statistics 
several years ago showing that the cost of 
doing business in the wholesale trade had 
gradually increased from 9 per cent in 1878 
to 12.85 per cent in 1909. Partially in expla- 
nation of this increase he found also that the 
percentage of sales secured without the as- 
sistance of traveling salesmen decreased from 
46.84 in 1899 to 35.5 in 1909. 

In other words, what might be called vol- 
untary business had fallen off so markedly 
that it had become necessary to use more and 
more traveling men to keep the sales up to a 
given point. Rather a striking evidence of 
growing competition and increasing expenses ! 

Figures collected from other sources show 
conclusively that in both the retail and whole- 
sale fields, in and out of the drug trade, the 
expense of doing business has increased any- 
where from 25 to 100 per cent in the last 25 
years. Jordan, Marsh & Co., for instance, the 
great department store in Boston, now labors 
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iinder an expense of 25 per cent, whereas once 
the figure was little more than half that 

During the last few months System, a busi- 
ness magazine published in Chicago, has been 
printing a series of articles entitled "Keeping 
Up with Rising Costs." This very title is sig- 
nificant in itself. It betokens a general con- 
dition of things affecting practically every 
avenue of trade. 

Costs are steadily rising: competition is 
steadily increasing: the margin of profit is 
steadily decreasing. And the lesson to be 
drawn from these phenomena is clear and dis- 
tinct. It is this: that every merchant must 
know the exact facts about his business, must 
analyze his operations with care and skill, and 
must so reduce his expenses, and so increase 
his gross profits, as to come out right at the 
end of the year. 

The difficulty is that the average man 
doesn^t know anything at all about his profits. 
And this isn't true of the druggist alone — ^it 
is true of merchants in all lines of trade ; true 
of large wholesale and jobbing houses that 
ought to be conducted on a more scientific 
basis. 

Not long since, for instance, the manager 
of a real-estate department in a large invest- 
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ment company was induced to put in a system 
of cost and profit accounting. An analysis of 
the business for 35 months showed beyond 
question that, with an investment of a mUlion 
and a half dollars, the department had lost 
exactly $200.00. 

Within recent months one of the largest 
companies in the wholesale grocery business 
has gone to the wall. Why? The financial 
stringency in the South was given as an ex- 
cuse, and it doubtless was a contributing fac- 
tor, but the fundamental reason was that the 
concern didn't know how to calculate its 
profits, was expanding unwisely here and 
there, and was losing money on a lot of busi- 
ness without realizing it until the crash came. 
It was then too late to recoup. 

Competition everywhere has grown so keen 
that it has forced attention to the fact that 
there is a science of business as much as there 
is a science of engineering or a science of 
chemistry or a science of astronomy. Busi- 
ness is being conducted to-day by wise men 
as it was never conducted before. We have 
"business doctors" whose expert occupation it 
is to examine sick establishments and pre- 
scribe a healthy regimen for them. We hear 
much of "scientific efficiency" and "scientific 
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management/' and the late Mr. Taylor made 
himself famous with "motion studies" and 
other means of reducing costs and eliminating 
waste. Men to-day are studying how they 
can cut down their expenses, how they can 
maintain or increase their profits, how they 
can add to their volume of sales, how they 
can achieve this or that business economy or 
advantage. 

All of this the druggist must do if he 
expects to hold his own. 

Things are very different from the situa- 
tion as it existed 50 or 60 years ago when the 
fathers of American pharmacy were living 
their careers. Nearly all of them were busi- 
ness failures in their time, and they would cer- 
tainly be crushed beneath the Juggernaut of 
commerce in this day and age. They were 
good professional men, but they were poor 
business men. 

To an unfortunate degree this has been true 
ever since. Either consciously or uncon- 
sciously the pharmacist clings to the tradition 
that he is a professional man who doesn't need 
to be schooled in business methods. The fu- 
ture will see a change. It is bound to see it. 
If druggists are to hold their heads above 
water, if they are to survive and succeed, they 
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must be better and ever better business men 
and merchants. No truth is clearer to me 
than this, and it has been forced home after 
a close and systematic observation of the drug 
business as it is conducted in most of the lead- 
ing cities of the country. 

The druggist of the future must abandon 
the loose business methods which have satis- 
fied him in the past. He must know how to 
practice business economies. He must avail 
himself of his cash discounts. He must watch 
his book accounts with creditors. He must 
prevent the accumulation of dead stock. He 
must price his goods intelligently. He must 
buy wisely, sell aggressively, and advertise 
skilfully. 

First of all, however, and preliminary to 
everything else, he must know his percentage 
of expense; he must know his percentage of 
profit ; and he must be able to realize whether 
a given transaction yields him returns or 
causes him an actual loss. 

It is to help him know these things, and 
know them with certainty and success, that 
this book is published. The next step is to so 
use this knowledge that it will result in the 
systematic improvement of every department 
of the business. 



CHAPTER 11. 

A CASE IN POINT. 

The great trouble is that most druggists 
merely guess at their profits. Nine times out 
of ten they guess wrong, but they never know 
it, and they wonder why it is at the end of the 
year that more in the way of earnings hasn't 
accumulated in actual cash or increased as- 
sets. 

Just to show what I mean in detail let me 
cite a definite case: 

Here is a hair-brush. I am a retail drug- 
gist now, and this brush has cost me $1.00 at 
wholesale. What shall I sell it for to make a 
decent profit? 

There are at least four different ways of 
arriving at the answer to this question, and 
three of them are wrong. The majority of 
druggists, I venture to say, use the three inac- 
curate methods instead of the one accurate 
method. Yet the question I have asked is one 
which strikes at the very heart of every mer- 
chant's conduct of his business. No question 
is more important. No question is more vital. 
None determines more positively whether a 
man shall make his store yield him a good 
profit or dole out reluctantly a mere living. 

16 



THE DRUGGIST AND HIS PROFITS 17 

Now what are the four answers usually 
given to this question? Druggist No. 1 is a 
man who has never kept any business records, 
who hasn't the slightest idea what it costs him 
to sell goods, and who is too lazy or too indif- 
ferent to find out the facts. He argues some- 
what like this: "Well, let's see: if this brush 
has cost a dollar I ought to get something like 
$1.30 or $1.40 for it. This will pay me a hand- 
some profit. I don't want to charge too much, 
for people are always complaining that the 
druggist is a robber anyway." The chances 
are that this man fails to make anything at 
all on the brush even if he doesn't lose by the 
transaction. 

Druggist No. 2 doesn't go to the trouble 
of keeping business records either. He has 
no definite idea what his percentage of ex- 
pense is, but he has read and heard more or 
less on tiie subject, and he has a vague notion 
that it costs him perhaps something like 20 
or 25 per cent of his sales to run his business. 
So he roughly estimates what the brush will 
cost him both to buy and to sell, tacks a little 
net profit onto the result, and arrives crudely 
at what he deems a good selling price. The 
mistake he makes is that his particular per- 
centage of expense, instead of being 20 or 25, 



18 THE DRUGGIST AND HIS PROFITS 

may be 28 or 30 or even 32, as very frequently 
happens, and he may be just about breaking 
even when he thinks he is making good money. 

Druggist No. 3 makes a very common error. 
Like druggist No. 2, he supposes that his ex- 
pense is something like 25 per cent, and in 
order to make a net profit of 10 per cent he 
decides on a gross profit on this hair-brush of 
35 per cent. This is all very well, but when 
he comes to use these figures, which have been 
based on the selling pricey he applies them to 
the cost price of $1.00. Desiring to make a 
gross profit of 35 per cent, based on the yields 
he arrives at a selling price for this hair-brush 
of $1.35. Now an expense of 25 per cent, cal- 
culated from the selling price, is equivalent, 
as I shall show in a subsequent chapter, to 
38^ per cent of the purchase price, so that 
it has cost our friend 38^ cents to sell this 
hair-brush. He gets $1.35 for it, and he there- 
fore loses 2^/2 cents, all the while flattering 
himself with the delusion that he has made a 
net profit of 10 per cent ! 

Druggist No. 4 is the only man in this group 
who arrives at an intelligent answer to the 
question: "What price shall I get for this 
hair-brush, which costs me $1.00, and on 
which I desire to make a decent profit?" This 
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man keeps accurate business records. He 
knows precisely what his expenses are, what 
his gross profits are, what his net profits are. 
He makes no mistake about the figures. He 
doesn't get confused on percentages based on 
cost with those based on the selling price. He 
takes this hair-brush costing $1.00 and asks 
himself what he shall sell it for to cover his 
expense of doing business plus a good profit. 
He may decide, like druggists 2 and 3, that 35 
per cent gross on the selling yield is what he 
wants, but, unlike the others, his decision is 
based upon a knowledge of the exact facts. 
He knows, too, that 35 per cent of the selling 
price is equivalent to 54 per cent of the cost 
price, and he therefore arrives at a price of 
$1.54 for the brush. He knows that he pays 
$1.00 for it at the wholesaler's; that it costs 
him $1,381/^ by the time he has sold it; and 
that he is making 15^ cents beyond that in 
clear net profit. 

This man isn't deceived in the slightest de- 
gree — ^he knows what he has got to do to make 
money. He is the only man in the four who 
makes a profit from this hair-brush, and who 
has precise information upon which to base 
his calculations. 

Nay, more than that, he realizes that on an 
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article like a hair-brush, unless there is very 
close competition in the neighborhood, he can 
realize even a greater net profit than 10 per 
cent. For 10 or 12 per cent after all is only 
his average net profit spread over the whole 
business. This average is brought down --^ 
greatly by the necessity of selling many things 
like patent medicines and cigars at a close 
margin, and the balance must be restored by 
a considerable number of sales which yield a 
somewhat higher rate of profit. Hair-brushes 
may be one of these things, and if so druggist 
No. 4 knows it and is guided accordingly. 

So you see this apparently simple little mat- 
ter of putting a price on a hair-brush is not 
so unimportant as it may seem. Selling goods 
at the right prices ; getting a decent profit on 
your business; making your brains and your 
capital productive — ^these are the most funda- 
mental essentials of business conduct, and yet 
they are studied carefully by only a few drug- 
gists. 



CHAPTER m. 

THE NECESSARY RECORDS. 

In this chapter I am getting down now to 
the heart of the subject. The two previous 
chapters have been merely preliminary. In 
them I have striven to show the vital neces- 
sity of keeping certain records. Now I pro- 
pose to indicate what these records are. 

In the first place, however, I want to make 
it clear that this record keeping is a very sim- 
ple matter. Many druggists have shunted off 
the whole question of business accounting 
because they thought it was complex. They 
thought it meant an involved system of 
double-entry bookkeeping. They feared it 
would be difficult to understand. They be- 
lieved it would take a lot of time — ^that it 
would mean much trouble and effort. 

This is all wrong. 

Such records as you need are exceedingly 
easy to keep, and no one need be deterred 
from taking up the work on the score of con- 
fusion and trouble. 

The whole purpose of these records is to 
arrive at four essential facts, and these I am 
going to state first. If the druggist is to con- 

21 
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duct his business intelligently, and make it 
earn what it ought to earn, he must know : 

1. His percentage of expense. 

2. His percentage of gross profit. 

3. His percentage of net profit. 

4. His entire income from the business as 
a whole. 

With this information a merchant can so 
adjust his expenses, so price his goods, and 
so conduct his business generally that a de- 
cent profit may be realized. Without it he is 
simply groping in the dark and quite as likely 
to fail as to succeed. Very well, then, how 
shall these four essentials be discovered? 

They are easily determined if records are 
kept of these three things: (1) the sales, (2) 
the purchases, and (3) the expenses. These 
are practically all you need, although you will 
have to check them up somewhat as I shall 
describe later on. You subtract your pur- 
chases from your sales, and you have your 
gross profits. You subtract from the gross 
profits your expenses, and you have your net 
profits. The percentages of gross profit, ex- 
pense and net profit are obtained by dividing 
the total annual figures for the year by the 
total annual sales for the year. This detail 
I shall take up later. 
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Let US ask now how these records of sales, 
purchases and expenses may be kept. Here 
is a type of simple ledger which will suit the 
purpose admirably: 



Date. 



January 1., 
January 2. , 
January 3. . 
January 4. , 



Sales 
(cash receipts only) 



Purchases. 



Expenses. 



As for the original entries, these may be 
treated exactly as you treat charges or credits 
for or against customers. Make them in a 
day-book if you use a day-book ; put them on 
slips if you use slips. Every time you receive 
a bill of goods, or pay out money for an ex- 
pense, or figure up the day's sales, or do any- 
thing else falling within the scope of these 
business records, simply enter it as you would 
when a customer buys goods on credit. In 
posting from the day-book or the slips, carry 
the customers' accounts to the regular ledger, 
and the business records to the special ledger, 
giving totals only. If it takes you ten min- 
utes every morning to do your regular book- 
keeping, it won't take you three minutes more 
to include this special business bookkeeping. 
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At the end of the year you will need to get 
your facts together and draw up some form 
of annual statement from which, on the one 
hand, you can discover what the year has done 
for you, and, on the other hand, can deduce 
the four essentials that you are really after. 
Here is a form of annual statement that I 
have devised as the result of ten years of 
study and experiment : 

BLANK FOR ANNUAL STATEMENT. 

1. Cash received from all sales and book accounts . . $ 

2. Book accounts besrinninsr of year....$ 

8. Book accounts end of year $ 

4. Difference in book accounts $ 

5. Net sales for the year $ 



6. Inventory of stock beerinninsr of year $ 

7. Purchases during year $ 

8. Total cost of merchandise $ 

9. Inventory of stock end of year $ 

10. Net cost of merchandise sold during year $. 



11. Gross profits $ 

12. Current expenses I 

18. Net profits $ 

14. Total income from business $ 

As I said before, all you need to keep a 
record of are your sales, your purchases, and 
your expenses. Why, then, you may ask 
yourself, are more things than these three in- 
cluded in this annual statement ? The answer 
is that it is necessary to have certain checks 
on the figures. 

Your sales for the year, for instance, must 
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be correct : it isn't enough to take the figures 
off your daily cash register totals, for your 
book accounts may have increased a thousand 
dollars, say, and your cash register figures 
should accordingly be increased by this 
amount to arrive at your actual sales. If, on 
the other hand, your book accounts have de- 
creased by a thousand dollars, then you have 
sold that much less, during the year under 
review, than the cash register figures would 
indicate. 

See the point? 

It is even more important to have a check 
on the purchases. This check is supplied by 
the annual inventory. In any one year, for 
instance, your permanent stock may increase 
or decrease by a thousand dollars. If it in- 
creases, your cost of merchandise actually 
sold during the year is that much less. If it 
decreases, the reverse is true. This is per- 
fectly clear, isn't it? In arriving at the cost 
of goods sold during the year, you must take 
into consideration only that amount of goods 
that actually has been sold. If some of the 
merchandise still remains on the shelves, the 
item of "purchases" must be credited to that 
extent. 

With this explanation our blank form of 
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annual statement should be readily under- 
stood. The first four items of the statement, 
Nos. 1, 2, 3, and 4, are merely for the purpose 
of providing a check on the annual sales in 
order to get item 5 with exactness. At the 
risk of repetition, let me explain again that 
if your book accounts have increased during 
the year, that increase is added to your cash 
receipts: if they have decreased, the exact 
amount of the decrease is subtracted from 
your cash receipts. 

You may have sold a great many goods dur- 
ing the year that you haven^t been paid for 
yet, but they are just as much a part of your 
sales as are those for which you have received 
the money. On the other hand, you may have 
been so successful in collecting accounts that 
you have less on your books at the end of the 
year than you did at the beginning. In such 
an event money has gone into your cash 
receipts that really did not represent sales — 
that is, sales for the year under review. I 
repeat: the only way to check this up is the 
way suggested in our blank, namely, to com- 
pare book accounts at the end of the year with 
book accounts at the beginning of the year. 

So far, then, in explaining this blank, we 
have gotten at our net sales for the year with 
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accuracy. The next thing to do is to get at 
what is usually called "purchases." 

As I have already explained, these need 
checking up by the inventory figures. Items 
6, 7, 8, and 9 in our statement are for this 
express purpose. We start out with an inven- 
tory of stock at the beginning of the year: 
to that we add the purchases made during the 
year, and we arrive at the total cost of all 
merchandise. Then we deduct the inventory 
of stock at the end of the year, and thus we 
find out what the goods cost that were actu- 
ally sold during the year. In this way we get 
at our net purchases with accuracy. 

Up to this point, then, we have arrived at 
two essentials — ^net sales and net purchases. 
Subtracting one from the other you get your 
gross profits. Subtracting from these gross 
profits, in turn, your current expenses, you 
get your net profits. Finally, to arrive at 
the total income from the business, the last 
item on the blank, you simply add to the net 
profits your personal salary as proprietor 
which has already been put into the expense 
account. 

Our annual form of statement is therefore 
more or less automatic. You start with item 
1, and by a process of addition or subtraction. 
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easily comprehended, you go right down 
through the 14 items and arrive easily and 
simply at the figures you are after. 

I am aware that I am indulging in more or 
less repetition in this chapter, but I do it in- 
tentionally because I want to make the sub- 
ject perfectly clear. All bookkeeping is rather 
confusing and difficult to some people, espe- 
cially to students without practical experience, 
and I want to make the whole subject trans- 
parently lucid. 

I have declared that the whole purpose of 
this record-keeping is to enable the druggist 
to arrive at these four essential things: (1) 
his percentage of expense; (2) his percent- 
age of gross profit ; (3) his percentage of net 
profit; and (4) his entire income from the 
business as a whole. 

How do we deduce these four essentials 
from the form of annual statement that I 
have just outlined? Your percentage of ex- 
pense is gotten by dividing total annual ex- 
penses by total annual sales. Suppose, for 
instance, you have annual sales of $12,000, 
and expenses of $3600. You know at once, 
then, that your percentage of expense is 30: 

12,000 I 8600.00 1 30 
8600.00 
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Your percentage of gross profit, on the 
other hand, is arrived at by dividing total 
gross profits for the year by total sales. We 
have assumed annual sales of $12,000 ; we may 
go a step farther and assume gross profits of 
$4800 ; and we therefore find a percentage of 
gross profit amounting to 40: 

12,000 I 4800.00 I 40 
4800.00 

What, next, is the percentage of net profit? 
The net profit is of course the difference be- 
tween the percentage of expense and the per- 
centage of gross profit, and in the present 
case we find this to be 10 per cent. 

As for the fourth requisite, the total income 
from the business, this has already been found 
and put down as the last item on the annual 
statement. If, for instance, the proprietor in 
this imaginary business of $12,000 a year pays 
himself a salary of $1000, and makes net 
profits of $1200, his total yield from the bus- 
iness is $2200. This, then, represents actually 
what he has made from the store, without any 
possible chance of deception. 

So much, roughly, by way of keeping the 
records and getting them together at the end 
of the year in the form of an annual state- 
ment. A little more detailed assistance is nee- 
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essary in the interests of accuracy, however, 
and the next chapter will be devoted to care- 
ful instructions about making out the annual 
statement — ^fine points in the process that are 
frequently overlooked or misunderstood 



CHAPTER IV. 

THE ANNUAL STATEMENT IN DETAIL. 

In the foregoing chapter an outline has 
been given of what records it is necessary to 
keep in order that the druggist may know the 
facts about his business. These records all 
lead up to an annual report, from which the 
year's business can be clearly analyzed. I am 
going now to print this annual report again, 
for the purpose of explaining certain require- 
ments that ought to be thoroughly under- 
stood : 

BLANK FOR ANNUAL STATEMENT. 



• • • • 



1. Gash received from all sales and book accounts.. $. 

2. Book accounts besrinnins of year $ 

Z. Book accounts end of year $ 

4. Difference in book accounts $ 

6. Net sales for the year $ . 



6. Inventory of stock besrinnins of year $ 

7. Purchases durinsr year $ 

8. Total cost of merchandise $ 

9. Inventory of stock end of year $ 

10. Net cost of merchandise sold during year $. 



11. Gross profits $ 

12. Current expenses $ 

18. Net profits $ 

14. Total income from business $ 

I shall discuss these items one by one, fol- 
lowing the same system of numbers: 

1. Cash received from all sales and book 
accounts. This should include the cash sales, 

S 81 
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plus what credit sales have been paid for. The 
unpaid credit sales will appear in the book 
accounts, and will show up when items 2 and 
3 are compared with one another. This ex- 
planation is made in order that duplication 
may be avoided. If you were to include un- 
paid credit sales in item 1, they would then 
appear in two places. Item 1 should there- 
fore cover nothing but cash actually received, 
either on account or from new sales, and of 
course it doesn't matter how old the accounts 
may be. This has nothing to do with it. 

2. Book ax^counts beginning of year. This 
is self-explanatory : simply put down the total 
amount on your books — ^the unpaid accounts 
of your customers. 

3. Book accounts end of year. This like- 
wise needs no explanation. In the next chap- 
ter I shall have something to say about putting 
in the expense accoimt a depreciation charge 
against book accounts, but in this place the 
accounts should be put down at their fax^e 
valuation; otherwise, you see, there would be 
duplication. 

4. Difference in book accounts. Put down 
on this line the difference between items 2 
and 3. It doesn't matter whether the figure 
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represents an increase or a decrease. Put it 
down whichever way it is. 

5. Net sales for the year. This figure is 
arrived at by either adding item 4 to item 1, 
or subtracting it therefrom, as the case may 
be. If the book accounts have decreased dur- 
ing the year, you subtract the amount of the 
decrease from item 1 ; if they have increased 
you add the amount of increase to item 1. 

6. Inventory of stock beginning of year. 
This is an inventory of stock only, and should 
not include the fixtures. (A separate inven- 
tory, however, should be kept of the fixtures, 
although it is not to be included in this annual 
statement, and has nothing to do with the 
determination of the annual profits by the 
method I am describing. A complete record 
of all fixture investments should be kept in 
detail, showing the date of purchase, and 
also the purchase price. This is necessary in 
order that you may have a complete schedule 
of your assets, and it is essential for insur- 
ance purposes also. Ten per cent of the en- 
tire fixture valuation should be written off 
annually and charged to the expense account, 
as will be explained later on.) 

7. Purchases during year. This covers 
purchases of stock only, and has nothing to 
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do with fixtures. The goods should be put 
down at the original billed cost, plus freight 
and drayage, and minus all discounts, allow- 
ances and credits for returns. Freight and 
drayage are a part of the cost of the goods, 
and should not be included in the expense 
account as they sometimes are. Discounts also 
have to do with the cost of merchandise, and 
should be handled in this place and no other. 
If certain goods are returned to the manu- 
facturer, as biological products sometimes are, 
for instance, they should be deducted, as 
should likewise any allowances that may be 
made to you. 

8. Total cost of merchandise. This figure 
is arrived at by adding item 7 to item 6. 

9. Inventory of stock e^id of year. As with 
item 6, of course, this is an inventory of stock 
only, and has no reference to fixtures. 

10. Net cost of merchandise sold during 
year. This is arrived at by subtracting item 
9 from item 8. 

11. Gross profits. This needs no further 
explanation. Gross profits are obtained by 
subtracting item 10, "net cost of merchandise 
sold during year,^' from item 5, "net sales for 
the year." In other words, you simply sub- 
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tract what the goods cost you from what you 
got for them. 

12. Current expenses. This item is of such 
great importance that it will be made the sub- 
ject of the next chapter in this book. 

13. Net profits. This figure is obtained by 
subtracting the current expenses from the 
gross profits — item 12 from item 11. 

14. Total income from business. This has 
already been explained in the preceding chap- 
ter. It is secured by adding the proprietor's 
salary, already included in the expense ac- 
count, to item 13, "net profits." 

Some illustrations of actual statements, 
properly filled out, will be found in Chapter 
XIII, and may help to a clearer understanding 
of the whole subject. 



CHAPTER V. 

A PROPER EXPENSE ACCOUNT. 

Merchants go wrong in keeping an expense 
account far more frequently than with any 
other detail of business accounting. This 
is partly because they neglect out of careless- 
ness to keep a record of small expenses that 
mean a big total at the end of the year. But 
it is more particularly because they fail to 
realize all of the things that should go into 
an expense account. 

A proper expense accoimt should include 
the following 18 items : 

1. Taxes. 

2. Insurance. 

3. Fuel. 

4. Light. 

5. Water. 

6. Rent. 

7. Proprietor's salary. 

8. Clerk hire. 

9. Advertising. 

10. Telephone. 

11. Telegraph. 

12. Office supplies. 

13. Postage. 

36 
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14. Repairs. 

15. Delivery service. 

16. Donations. 

17. Subscriptions. 

18. Depreciation in stock and fixtures and 
losses in bad accounts. 

Most of these items are self-explanatory, 
but a few of them need some interpretation. 

Take the question of rent, for instance. 
There are hundreds of druggists who own the 
buildings in which their stores are located, 
but who commit the serious blunder of fail- 
ing to charge themselves rentals equivalent 
to what they would get from others. If you 
are fortunate enough to hold the deed to your 
store building, for Heaven's sake enter a 
proper rental charge in your expense account ! 
You must make your money earn its proper 
return, no matter how you have it invested. 
K you moved out and rented the store to 
some one else, it would be worth a definite 
sum to you in rental. This same sum you are 
entitled to in the conduct of your own busi- 
ness. See that you get it. 

Much the same thing may be said about item 
7, the proprietor's salary. Many druggists 
and other merchants charge up no salary for 
themselves in the expense account. This is 
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a mistake. You should enter this item as 
though you were working for somebody else 
in the same capacity. Don^t deceive yourself 
about the cost of doing business. Enter 
everything into the expense account that 
legitimately should be there, and then you 
will really know what your expenses are, and 
whether you are making money or not. 

Druggists have often asked me what salary 
they should charge themselves with. This 
question cannot be answered with any defi- 
niteness : businesses vary in size, and salaries 
are greater in the city than in the country. 
The only rule is to put down about what you 
would have to pay an equally good manager 
to take your place. Salaries run generally 
from $900 or $1000 for a ten or twelve thou- 
sand dollar business to $2000 or $3000 for a 
store with a business of thirty or forty thou- 
sand dollars a year. 

When we get down to the last item on the 
list we strike another important feature of an 
expense account, namely, depreciation in 
stock and fixtures, and losses in bad accounts. 
As explained in the previous chapter, 10 per 
cent of the fixture valuation should be added 
every year to the expense account. Another 
10 per cent should be written off the book 
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accounts, unless you know absolutely that this 
rate is too high. Something like 5 per cent 
should be written off the stock. 

Don't deceive yourself about these things. 
Your property slumps in value year by year, 
and it is little less than criminal to keep on 
estimating it at the original valuation. If 
you buy an automobile and drive it for one 
year, you are lucky if you get two-thirds 
of the original purchase price for it. It has 
depreciated one-third or more in value. If 
you buy a soda fountain and use it for five 
years, it is probably not worth half what you 
paid for it. 

A suitable charge for depreciation is of 
great importance, and the place for it to be 
put is in the expense account. 

I would caution you, however, not to dupli- 
cate this item of expense by reducing the 
inventory of book accounts as represented by 
items 2 and 3 in the annual statement. The 
book accounts must be put down at their full 
valuation, even after this depreciation charge 
has been made, for otherwise, you see, you 
would be charging the same item in two 
places and would be doubling up on it. The 
same thing applies to the stock inventory, but 
not to the inventory of fixtures. This distinc- 
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tion between stock and fixtures is made for 
two reasons: in the first place stock is sup- 
posed to be kept reasonably fresh and moving 
out of the store, whereas fixtures must inev- 
itably be a more or less permanent possession, 
and must therefore imdergo a steady and con- 
tinuous depreciation. Furthermore, the fix- 
ture inventory plays no part in this form of 
accounting, and is not considered in the calcu- 
lation of profits. 

I now come to a point on which there has 
been a good deal of confusion, namely, the 
question of charging interest on the invest- 
ment to the expense account. This should not 
be done. An interest charge is technically 
a charge against the net profits of the busi- 
ness, instead of being an expense item. Is 
this clear? 

Let me explain. The whole purpose of an 
expense account is to show you, after deduct- 
ing the figures from the gross profits, what 
your net profits are. These net profits are 
themselves your interest return on the money 
invested. In other words, you are doing busi- 
ness to find out what you can make your 
money earn in that way, and the answer is 
to be found in your volume of net profits. The 
net profits show you what your investment 
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has done for you. To put an interest charge 
in your expense account therefore betrays an 
entire ignorance of what net proBts really 
are. It shows confusion of thought. 

More than that, it means duplication, for 
you will be including an interest charge in the 
expense account, and then expecting it to 
show up also in the net profits. If you want 
to see it in both places, and see it large enough, 
I am afraid you will be disappointed in your 
expectations. 

I have said that your net profits really rep- 
resent your interest on the investment. If 
you are doing business on borrowed money, 
then the thing to do is to pay 5 or 6 per cent 
for the money, and make it earn 10 or 15 
— or still more. Otherwise you had better not 
borrow the money at. all, or, if the money is 
yours, it would be wiser to let it out at 
interest. 

Even if you do borrow the money to run 
your business, however, dorCt charge the in- 
terest to the expense account. It doesn't be- 
long there, and it would make your percent- 
age of expense abnormally and unnaturally 
high. As I have said, interest is a charge 
against the net profits and not against the 
expenses. 
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But to get back to the question of an expense 
account: it should contain every one of the 
18 items listed in this chapter. If you keep 
the records faithfully, you will then know ab- 
solutely what it costs you. to do business. 
There will be no self-deception practiced. 
You will doubtless be surprised at the yearly 
total. It may sweep you off your feet. If it 
does, so much the better. You will be realiz- 
ing for the first time that you have been de- 
luding yourself in the past; that it has cost 
you more than you thought it did to sell your 
goods; and that you should either cut down 
your expenses or increase your selling prices 
if you want to make your business yield what 
it ought to. 

A proper expense account has enlightened 
many a merchant. It has turned him from a 
careless man into an alert one. It has made 
him see the necessity of reforming his busi- 
ness. It has shown him at one glance why it 
was that he failed to make more money in the 
years that have gone. 

Many a fine business has been wrecked be- 
cause the manager did not know what it 
actually cost him to sell goods. Many are 
being wrecked every day for the same reason. 
Do you want to be in that class? 



CHAPTER VI. 

USING THE RECORDS TO IMPROVE THE BUSINESS. 

In what I have said so far I have done little 
else but explain how a druggist may keep a 
simple series of business records so as to learn 
the important facts about his percentage of 
expense, his percentage of gross profit, and 
his percentage of net profit. I come now to 
the next phase of the subject : how shall these 
facts, so discovered, be used in the actual con- 
duct of the drug business? What is their 
bearing? I have said that these things should 
be known by every druggist, that it is abso- 
lutely impossible to do business wisely without 
them, and that the druggist who ignores them 
is criminally negligent of his own welfare. 
Why is this so ? 

In answering these questions I may say at 
the outset that the benefits of such infor- 
mation are almost innumerable. If the drug- 
gist's expenses are too great he can see the 
cardinal necessity of cutting them down. If 
his gross profits are too small he can likewise 
see the necessity of jacking them up. If he is 
necessarily selling too many things at a low 
yield of profit, he can scratch his head and 
put in other lines that will bring up the 
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general average. If he discovers that his 
prescription business isn't at all the profit- 
maker that he thought it was, he can charge 
more for his services — ^the big fellows do it, 
even if they are supposed to be cut-raters. 

But what ought a druggist to make in the 
way of profit? What should he hold before 
himself as a more or less definite standard? 

In chapter 11 of this book, where "Fifty 
Druggists and Their Profits" are considered, 
it is found that the average percentage of 
expense is 24, and the average percentage of 
gross profit 37. This means, of course, an 
average net profit of 13 per cent. 

These figures may be accepted as quite 
reliable standards, and yet I hasten to add 
that businesses vary somewhat. It is quite 
easy, for instance, for a man who does an 
annual business of $50,000 to reduce his per- 
centage of expense down to 20 or 22 per cent, 
while the man who only does $7,000 or $8,000 
a year finds it difficult sometimes to get below 
28 or 30 per cent. In large cities the percent- 
age of expense is likely to be higher, although 
even there a man may frequently do enough 
additional business to keep the ratio of 
expense to sales down to a reasonable figure. 

While, therefore, the figures I have given 
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are nothing but averages, and must not be 
expected to apply rigidly to every single busi- 
ness, they may be held up as approximate 
ideals. In any event the average net profit of 
13 per cent should be considered a definite 
goal for any merchant to strive for. If his 
expenses are necessarily high, let him make 
his gross profits proportionately high so that 
his net profits will be what they should. It is 
the net profit after all that counts, and you 
should keep your eye on it like a hawk. 

It is my conviction that the net profit ought 
never to fall below 10 per cent in a retail drug 
store. Anything between this figure and the 
general average of 13 per cent may be con- 
sidered satisfactory. But if 10 per cent isn't 
realized, then the business needs to be looked 
into most carefully. Throw the searchlight 
on its every detail. Conduct an investigation 
of the most earnest character — and do not 
neglect to appoint yourself as your own most 
heartless and ruthless critic. 

The difficulty of the problem must not be 
minimized. In striving for an average gross 
profit, say, of 37 per cent — and one might 
better make it 40 while he is at it — ^it will be 
found that many things will have to be marked 
up to a selling price once, twice, and occasion- 
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ally three times the cost price. As Charles R. 
Sherman, the shrewd pharmaceutical mer- 
chant of Omaha, once said : "One of the most 
important points in the conduct of a business 
is knowing where to put the profit on, for 
while a 20-per-cent profit would be all the 
traffic would bear in some instances, 80 or 
possibly 120 per cent on another article would 
seem no more burdensome to the purchaser 
and would really be just as legitimate." 

It must be understood that 40 per cent on 
the selling price is the equivalent of 67 per 
cent on the cost price, and that in realizing an 
advance of 67 per cent over the cost of an 
article, you are putting on "all the traffic will 
bear" in many cases. But since this is to be 
your average profit, and not your maximum 
profit, and since you have to sell a great many 
commodities at 15 or 20 per cent, you must 
summon up your nerve and tack on the 
advances wherever the weight can be borne. 
This is positively the only way you can break 
even. 

And remember this: if it costs you 25 per 
cent to do business, which is the general 
average the country over for retail druggists, 
this is equivalent to 38^ per cent on the cost. 
To make this puzzle in mathematics clear, let 
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me illustrate by an imaginary case. Suppose, 
having sales of $10,000 a year, your purchases 
are $6,500, and your expenses are $2,500. In 
basing your percentage of expense on sales 
you divide $2,500 by $10,000, and you have an 
expense of 25. But, basing your percentage 
of expense on costSy you divide $2,500 by 
$6,500, and you find your expense to be 38^^ 
per cent. 

When, therefore, you buy an article for 
$1.00 and sell it for $1.38i/^, you are simply 
paying expenses and haven't made a cent! 
Don't forget this — ^it's a good thing to remem- 
ber. A selling price of $1.38^ on an article 
costing you $1.00 hasn't netted you anything 
in the way of real profit — although I hasten to 
say (what I shall explain in several other 
places in this book) that you are compelled to 
sell many articles apparently at a loss or at 
least without profit. Some of them, fortu- 
nately, are really sold at a low expense, so that 
it isn't fair to charge up to them the some- 
what high percentage of expense applying to 
the business as a whole. 

But to return. I think every druggist 
should strive to secure a general net profit of 
at least 10 per cent, and as near 13 or 14 per 
cent as he possibly can. On a business of 
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$10,000, say, net earnings would then be 
realized of at least $1,000, which, added to a 
salary of perhaps $1,000 more, would mean a 
total income from the business of $2,000. This 
figure certainly should be realized. 

If the facts could be known, I have no doubt 
that many druggists would find to their great 
surprise that they were making much less 
than 10 per cent net. A Chicago druggist, 
recently persuaded to estimate his percentages 
of expense and gross profit, was astonished to 
discover that one was 32 per cent and the 
other 36 per cent. Once in possession of the 
truth, he was in position to apply corrective 
agencies wherever possible, and I venture to 
say that he will never again be lulling himself 
to sleep in the fooFs paradise from which he 
was so grateful to escape. His gross profit 
wasn't bad for a large city, although perhaps 
susceptible of some improvement, but his 
expense needed pruning sadly. 

Many druggists make the mistake of mark- 
ing low prices on everything on the assump- 
tion that they have got to meet the figures of 
the chain stores and the so-called cut-rate 
establishments. Will it surprise you if I make 
the statement that these large dealers usually 
make a profit greater than 10 per cent net? 
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The common notion is that such stores, doing 
business on a cut-rate and low-price basis, 
realize a small profit, and make up for this 
in a large volume of trade and in frequent 
turnovers of capital. But this assumption is 
contrary to the facts. 

The big druggist frequently offers low 
prices as a bait on certain popular things like 
proprietary articles, but it has been my obser- 
vation that in his prescription and certain 
other departments he has the nerve to charge 
better prices than the average druggist. Such 
men know to a cent just what their expenses 
and profits are, and they know exactly what 
they have to do in order to come out right at 
the end of the year. The consequence is that 
they make more money on their investment 
than the average man does. 

It is true that the larger establishments 
realize, on the whole, perhaps, a lower gross 
profit, but they are able to cut down their 
expenses so that their net profit, which really 
tells the story, is exceedingly satisfactory. 
Some years ago, for instance, I discovered 
that a great drug corporation in New York 
City realized on the average a net profit of 12 
per cent, the expense being 18 and the gross 
profit 30. 
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Should not the average retail druggist make 
as much proportionately on his business? Of 
course he should, and he can if he goes about 
the task intelligently and with determination. 



CHAPTER VIL 

PRICING AN ARTICLE. 

Nothing is more important than the pricing 
of goods. And every time the druggist prices 
an article he should keep his percentage of 
expense in mind. He should understand to a 
nicety just what it is going to cost him to sell 
that article. The druggist who doesn't know 
his costs is the druggist who sells certain lines 
at prices so low that he doesn't pay expenses 
on them, let alone making any profit for his 
own pocket. 

Take the hair-brush, for instance, that I 
spoke of at some length in chapter 2. Suppose 
our percentage of expense is 24, and we want 
to make a gross profit of 34 or 35 per cent in 
order to make a satisfactory net profit. The 
brush costs $1.00. What price, then, shall we 
put on it? 

You understand, of course, that all the 
figures I have given in this book have been 
based on sales and not on costs. We must 
therefore make a gross profit on this brush of 
35 per cent of the selling price. How shall we 
arrive at this unknown selling price ? 

Well, this price, whatever it may prove to 
be, represents 100 per cent. Of this, 35 per 
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cent is profit, and the remaining 65 per cent is 
accordingly the cost: 

Final Selling Price 100 per cent. 

Desired Gross Profit. .*. 35 per cent. 

Cost 65 per cent. 

. The problem may then be stated as follows : 

$1.00 is to 65 as X is to 100, 

and the answer is $1.54. This is clear, isn't it? 
The problem would actually be figured out on 
paper in this way : 

1.00 
100 

65J 100.00 11.54 
65 

350 
325 

250 
260 

Incidentally this example teaches us that 
every article which costs a dollar must be sold 
at an average price of $1.54 to make a gross 
profit of 35 per cent on the selling figure. 
Does every druggist know this interesting 
fact? Does he understand that to realize 35 
per cent on the selling price he has got to 
realize 54 per cent on the cost price ? 

This brings me incidentally to one very 
common cause of confusion. Thousands of 
druggists fail to distinguish between per- 
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centages based on cost and those based on 
sales. I have already touched upon this phase 
of the subject in one or two places. I have 
said that a druggist often takes a percentage 
calculated from sales and then applies it un- 
thinkingly to costs, thus making a cruel mis- 
take which robs him of his profit entirely. 

Some years ago the Burroughs Adding 
Machine Co. published an advertisement in 
one of the national magazines requesting 
answers to the following question : "A certain 
article costs $1.00 wholesale. What will it 
have to be sold for to allow a net profit of 10 
per cent, after allowing 22 per cent for the 
cost of doing business?" 

Something like 1000 replies were received, 
of which 750 were wrong. The answers 
ranged all the way from $1.10 to $1.60. The 
majority gave the selling price as $1.32, not- 
withstanding that an explanation was printed 
at the bottom of the advertisement declaring 
this answer to be incorrect. The very com- 
mon mistake was made by these men of basing 
their percentage of expense upon the selling 
price, their percentage of profit on the cost 
price, and expecting they would get accurate 
results. This was the whole source of the 
trouble. 
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Here is the proper way to tackle a problem 
of this character: The article costs $1.00. 
Your cost of doing business is 22 per cent, 
and you want to make a net profit beyond 
that of 10 per cent — a total of 32 per cent. 
The cost figure of $1.00, therefore, represents 
68 per cent of the final selling price. Thus : 

32^ 



Hence we have the problem: $1.00 is to 68 
as X is to 100. Answer, $1.47. 

Suppose, again, your expense is 40 per cent, 
and you want to make a net profit of 10 per 
cent. You would then have to realize a total 
profit on the selling price of 50 per cent. Now 
considering 100 per cent as the final price 
you get, and subtracting 50 per cent of this 
for profit, you have left a residuum of 50 per 
cent for cost, and the $1.00 which you pay for 
the article therefore represents 50 per cent of 
your selling price. Consequently you must 
double the cost and sell the article for $2.00 
if you want to realize your 40 per cent of 
expense and your 10 per cent of net profit. 

In this connection a few rules may be of 
assistance. In order to make a profit of 16 2/3 
per cent of the sale price, add 20 per cent to 
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the cost; for a 20-per-cent profit, add 25 per 
cent; for a 25-per-cent profit, add 33 1/3 per 
cent; for a 33 1/3-per-cent profit, add 50 per 
cent; for a 40-per-cent profit, add 67 per cent; 
for a 50-per-cent profit, add 100 per cent. 

While this chapter has been devoted pri- 
marily to the necessity of so pricing an article 
that the druggist will secure an adequate 
profit on its sale, I have touched incidentally 
on the prevailing confusion between per- 
centages of profit based on cost and percent- 
ages of profit based on the selling price. In 
order to clear up this phase of the topic, I 
shall devote the next chapter to it exclusively. 



CHAPTER VIII. 

A COMMON CAUSE OF CONFUSION. 

There are two ways of calculating profits. 
Profits may be based on the cost price of an 
article, or they may be based on thfe selling 
price. Let me make it perfectly clear that 
this book uses the latter method exclusively. 

All of the figures I have giveUy all of the 
illustratixyns I have used and shall use^ all of 
the tables and everything else in this hooky 
refer to percentages hosed on selling prices. 
This should he thoroughly understood. 

I shall be criticized in some quarters, how- 
ever, for using the selling instead of the cost 
method, and it may be well in this chapter to 
discuss the two systems and to show clearly 
how they differ from one another — ^to explain 
also why I am basing all my figures on the 
selling volume. 

In the first place I may say, what every- 
body knows, that the text-books on arithmetic 
base the percentage of profit on the cost 
figure. You will remember that when you at- 
tended school you were taught that if an 
article cost $1.00, and you sold it for $1.50, 
your percentage of gross profit was 50 per 
cent. Not only is this the system used in the 
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text-books, and taught in the schools, but it 
is the method customarily employed in com- 
mon practice. When manufacturers tell you, 
for instance, that you will make 33 1/3 or 50 
or 75 or 100 per cent profit on their goods, 
they invariably mean that your profit will be 
that much when figured on the investment. 

When we turn to the average retailer in all 
lines of trade, however, we find that usually 
the other system has obtained, and that profit 
calculations are based on the selling price. 
This custom is almost universal among retail 
merchants. The average retailer, not keeping 
ad many records as he ought to keep, and fre- 
quently not knowing what his goods have cost 
him during any one year, is not in position to 
base his expense and profit figures on costs. 

On the other hand, however, he always, or 
almost always, knows what his sales are, and 
so he falls into the habit of saying that his 
expenses or his profits are such and such a per- 
centage of his sales. Now it is just because of 
these conditions, and particularly because the 
retailer's percentage of expense is almost in- 
variably based upon the selling instead of the 
cost price, that I have always calculated pro- 
fits in the same way. 

During the last few years, however, there 
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has been much discussion as to whether pro- 
fits should be based upon the selling or upon 
the cost price. One group of writers has 
thought the other group entirely wrong, and 
a good deal of space has been taken up in the 
trade papers to show first the fallacy of one 
system, and then the utter foolishness of the 
other. 

Your true mathematician, for instance, in- 
sists that when you calculate a profit from 
the selling price, you are nmning counter to 
all the laws of arithmetic, and he will give 
you 15 or 20 reasons why. Your practical 
man, on the other hand, will often tell you to 
go hang with your laws of arithmetic, and will 
give you reason after reason why you should 
never do anything else but consider the sell- 
ing price. 

To me it doesn't make much practical differ- 
ence which method you use — ^whether you 
base all your figures on the cost, or whether 
you base them on the selling price. The im- 
portant thing is that a given merchant should 
base all of his figures upon the same system, 
whichever system that is. The trouble is that 
the average merchant mixes and confuses the 
two systems without knowing it. 

If you base everything on the selling figure. 
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then see to it that you cpnsider nothing else 
but selling figures. Never do any calculating 
at all from the cost price. The difficulty is, 
however, that it is not always easy for the 
average man to make calculations based upon 
selling figures. Merchants are not to be 
blamed for getting confused. If you take a 
product costing $1.00, and try to figure out 
what you should Sell it for to make 35 per 
cent gross on the selling volume^ you have to 
use your wits until you get the hang of the 
thing, and even then it takes more or less 
time and trouble. In a sense you have to con- 
vert your figures from one system to another, 
and it is quite as troublesome as it is to change 
weights and measures from the Troy or avoir- 
dupois to the metric system — and you know 
what a nuisance that is ! 

It is for this reason that a few druggists 
and other merchants prefer to base all figures 
upon the cost instead of the selling price. Sup- 
pose you were to do this ; let us see what your 
method would be. Returning to the illustra- 
tion just discussed, that of an article costing 
one dollar, you find now that your expense, 
based this time upon the cost price^ is, let us 
say, 38 per cent, and you desire to make a net 
profit of 12 per cent in addition. This means 
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a* total or gross profit of 50 per cent, and, since 
50 per cent of one dollar is quickly known to 
be 50 cents, you arrive readily and instanta- 
neously in your mind at the final selling price 
of a dollar and a half. This admittedly is 
easier. 

You know that in practice, every time you 
establish a selling price on an article, you 
start out with the cost of that article as the 
beginning point of your calculations. If you 
want to make 25 or 35 or 50 or 60 per cent 
gross profit based upon the cost figyre^ it is 
very easy to determine what that amoimt is 
in dollars and cents. All you have to do is to 
multiply the cost by the desired percentage of 
profit. 

If, on the other hand, you want to make the 
same percentage of profit, based upon the sell- 
ing figure^ you are at once confronted with a 
somewhat difficult problem in mathematics, 
and there is considerable danger of error. 
You cannot apply the desired percentage of 
profit to your cost figure, because this per- 
centage, instead of being based upon the 
known cost, is based upon the unknown selling 
price. Therefore you have to figure back- 
ward, so to speak. If your desired percentage 
of profit is 35, you have to assume that your 
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cost price is 65 per cent of your unknown sell- 
ing figure, and then you have to find out by 
the mathematical process of proportion, or by 
some other method, what this unknown selling 
figure is. 

This is somewhat difficult, frequently re- 
sults in grave error, and the system of basing 
everything upon the cost is much easier and in 
practice much more accurate. 

At this point many readers are doubtless 
saying to themselves: *lf the cost system is 
the better one, why don't you use it then. 
Why do you hold to the system of basing 
everything on selling figures instead?" 

I am on record with a lecture read before 
two or three pharmaceutical bodies in which 
I advocated abandoning the prevailing system 
of basing everything on selling figures. Theo- 
retically and ideally, I think this change ought 
to be made. Practically, however, I am certain 
that it cannot be made. I am no visionary re- 
former. I realize thoroughly that retail mer- 
chants almost universally base their prof t per- 
centages and their expense averages on the 
selling volume. All the journal literature is 
based on this practice. All the well-known 
percentages are based on it. To change the 
situation would mean years of agitation, and 
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the period of transition would be one of great 
confusion. 

After all, however, there isn^t much prac- 
tical choice between the two systems, so long 
as we understand clearly their differences. 
For the important point is that you know 
what you are doing^ that you stick absolutely 
to either one system or the other^ and that 
you are not led unconsciously into mixing the 
two. If you base your profit calculations on 
your selling volume, as most retail merchants 
do, and as I am doing in this book, see to it 
that you do not make the fatal mistake, im- 
known to yourself, of basing your expense on 
the selling volume, in the customary way, and 
then figuring your profit from the cost. This 
is the one single blunder that causes more loss 
of profit than anything else I know of in the 
retail drug business. 

Let me again emphasize the point, even 
though it is so rudimentary, that you must 
make all your calculations on the one basis 
and must use absolutely the same method in 
all cases. If you use the selling method, never 
consider costs at all. Ignore them. Wipe them 
off the map. Get into the habit of figuring 
everything from the selling price. If you do 
this you won't go wrong. 
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Now at the risk of confusion, I am going to 
say just a few words about getting at per- 
centages by the cost system. Understand it 
isn't the cost system upon which this book is 
based, but there are a few druggists who use 
it, and they may want to be set straight on 
some details. 

If you are not interested in the cost system, 
you can simply ignore the rest of this chap- 
ter. It won^t concern you. 

In arriving at the percentage of expense by 
the selling method, you divide total annual 
expenses by total annual sales. In arriving, 
now, at the percentage of expense by the cost 
method, you need simply to divide total annual 
expenses by the cost of the goods sold, or, in 
other words, by the net purchases for the 
year. Percentages of gross profit and net 
profit are gotten in the same way, namely, by 
dividing the total annual figures by the total 
net purchases for the year. In other words, 
you simply use your purchases instead of your 
sales as the basic factor. 

For example, let me take an imaginary 
$10,000 business. The net purchases in this 
business, let us say, are $6500, and the ex- 
penses are $2500. These expenses, based upon 
the sales of $10,000, would amount to 25 per 
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cent, but based upon the purchases of $6500 
would amount to 38^ per cent. Your gross 
profits, based upon sales, would likewise 
amount to 35 per cent, but based upon pur- 
chases would amount to 54 per cent. 

You can see at a glance what a tremendous 
difference it makes whether you use one sys- 
tem, or whether you unconsciously mix the 
two! 



CHAPTER IX. 

WATCHING THE DEPARTMENTS. 

Everything that has been said heretofore 
refers to the business as a whole. This chap- 
ter will be devoted to a brief consideration of 
some of the departments in the store. 

The large mercantile establishments in the 
great cities are all of them rigidly depart- 
mentized. So also are the big drug stores 
operated by concerns like the Riker-Hegeman 
Co. and the Liggett people. Each department 
is really conducted and watched as a separate 
business, is made to stand on its own pins, and 
is strengthened and fortified if it shows the 
slightest evidence of weakening. 

If it doesn't attract enough trade the loca- 
tion may be changed to one more favorable ; 
advertising and other stimulative helps may 
be resorted to; and if still it doesn't yield a 
sufficient volume, it may be relegated to a 
place in the background and something more 
profitable given its position. If its case is 
entirely hopeless it is thrown out root and 
branch. 

This sort of thing, however, is scarcely pos- 
sible with the average druggist. His depart- 
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ments are too small, do not have separate 
employees, and are in a vital sense a part of 
the entire business. Nevertheless it is a wise 
practice occasionally for the druggist to take 
one of his departments and keep it imder close 
observation for a while to see what it is doing 
or what it is not doing for him. 

K you want to know just what you are 
doing in your cigar department, for instance, 
it would be well to keep the records for one 
year, in order to get a thorough line on the 
situation. What do you need for such a pur- 
pose ? Simply a repetition of the records you 
are keeping with respect to the business as a 
whole. Merely record the sales, the purchases, 
and the particular expenses, if any, of the 
department. 

By this method it will be very easy to arrive 
at the gross profits of the department. These 
you obtain by simply deducting the purchases 
from the sales, although you understand, of 
course, that you must check up your purchases 
in the manner already described. That is to 
say, you must take an inventory of stock at 
the beginning and at the end of the year, in 
order to discover whether you have sold more 
or less than you have actually purchased dur- 
ing the year. Purchases during any particular 
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period of time mean nothing at all unless they 
are corrected in this manner. 

In similar fashion you want to be sure that 
your sales figures are correct also. Some of 
your cigar business may be charged on the 
books : if it is you do not want to lose sight of 
it in keeping your sales figures for the de- 
partment. If you are going to keep cigar 
records at all, keep them right Otherwise it 
is quite needless to say that they won't be of 
any use at all. 

But as I have already said, it will be very 
simple and easy to arrive at the gross profits 
of the cigar department. To arrive at the 
net profits, however, will be an entirely differ- 
ent matter. You will know from your general 
records what your percentage of expense is 
for the entire store, and about the only thing 
you can do is to apply this average percentage 
to the cigar department. 

If you find, for instance, that your cigars 
are only yielding you 27 per cent gross, and 
your general percentage of expense, spread 
over the whole store, is 29 per cent, you have 
obviously failed by 2 per cent even to pay 
expenses in your cigar department, let alone 
making any real or net profit. 

This may look very ominous, but here you 
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must reckon with a different principle. Large 
merchants know that it costs them a good 
deal more to sell some classes of goods than it 
does others, A patent medicine, for instance. 
This can be quickly wrapped and handed over 
the counter at a considerably smaller expense 
than attaches to the dispensing and sale of a 
prescription. 

Cigars, too, involve much less expense for 
the same reason, so that, if you could only get 
at what it costs to conduct a cigar stand, you 
would find that your percentage of expense 
was considerably below the average for the 
entire store. This is a principle which must 
be recognized. The proprietor of a large de- 
partment store can calculate these items to a 
nicety. He has separate clerks for each de- 
partment, and he can establish a definite ex- 
pense for that department. He even assigns 
a certain rental to it, and charges against it 
such entries as light, heat and other overhead 
expenses. 

Such a proprietor knows exactly what a de- 
partment is costing, and what it is actually 
yielding in the way of net profits after all 
expenses have been met. The retail druggist 
with a small store cannot possibly gain this 
information. He must permit a certain degree 
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of guessing, although guessing is always un- 
fortunate in the calculation of profits. Never- 
theless you know that there are certain lines 
in a store which do not average up to the gen- 
eral percentage of gross profit. You can't 
expect them to. 

Despite this, however, if you find after a 
year's experimental keeping of records that a 
given department is yielding a much smaller 
profit than it should, the information will be 
of great service. It will then be your duty to 
correct the situation. Find out where the 
leaks are; discover why you do not make a 
better profit; see if you can't boost prices 
somewhat; put in a certain percentage of 
goods that you can make more on, and do 
everything possible to make a better showing. 

Druggists frequently find strange condi- 
tions to exist in their departments. Some 
years ago I examined the statement of a 
Cleveland druggist who had kept separate rec- 
ords of his candy, cigar and soda departments. 
He supposed that he was making about 25 
or 30 per cent gross on his cigar business, 
but I proved to him that he was actually mak- 
ing only 16 per cent ! His percentage expense 
for the entire business was 28, and his cigar 
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department was therefore failing by 12 per 
cent to pay expenses! 

This was a leak that could not be excused in 
any way whatever. You may argue, as I have 
already done, that it costs less to sell cigars 
than it does certain other things, but it doesn't 
cost enough less to make it worth while to sell 
cigars at a gross profit for the entire year of 
16 per cent when your general expense is 28. 

Just where this particular leak was I do not 
know. Once in a while clerks smoke "on the 
house." Occasionally cigars are filched from 
the tops of the cases where some dealers ex- 
hibit them. More than that, however, many 
druggists sell cigars by the box, and even at 
retail, at prices which they fancy yield them a 
good profit, but which really mean the loss of 
money. 

This last statement gets right down to the 
heart of the whole matter. I have seen hun- 
dreds of druggists who failed entirely to have 
any conception of what it costs them to sell 
their goods. They would blindly think that if 
they made an advance of 25 per cent on the 
cost, they were doing pretty well, not realizing 
that 25 per cent on the cost means only 16-2/3 
per cent on the selling price, and that their 
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percentage expense of 25 or 30 was based on 
the selling price and not on the cost price. 

Often, too, the druggist doesn^t really know 
his profits at all. He never stops to figure out 
what even the gross profit is on goods like 
cigars. He may pay $35.00 a thousand for 
cigars, sell six for a quarter, and actually 
make only 19 per cent on the cost, or 16 per 
cent on the selling price, assuming, however, 
that he is really making much more than that. 
He never gets down with pencil and paper and 
figures the thing out at all. 

He is just doing business blindly, failing to 
make even a fair living, and then wondering 
why under Heaven the drug business has gone 
to the demnition bow-wows. 

But to get back to this same Cleveland drug- 
gist of whom I spoke a minute ago. I dis- 
covered from his records that he only made 
a gross profit of 25 per cent on his candy 
sales. His candy department therefore failed 
by 3 per cent even to meet his general per- 
centage of expense, let alone the question of 
net profit. It may be said in passing that 
bulk candy involves a bigger waste than is 
realized by most druggists. Clerks are often 
careless in weighing it, and there is a tempta- 
tion to take a piece now- and then, besides 
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handing one to the customer— especially if the 
latter happens to be an attractive girl. 

When it comes to the soda department, I do 
not hesitate to say that a great many drug- 
gists are actually losing money without sus- 
pecting it. They figure that it costs them a 
cent and a half or two cents to make an 
average glass of soda, but there is a greater 
percentage of waste at the soda fountain than 
in almost any other department. Further- 
more, the investment is proportionately large, 
and the annual depreciation on the investment 
far above the average. An elaborate soda 
fountain, costing hundreds or even thousands 
of dollars, becomes junk after a certain num- 
ber of years. The only rational way to con- 
duct a soda department is to charge off a 
liberal depredation on the fountain every 
year, put it in the soda expense account, and 
likewise keep track of everything else that 
comes out of the soda profits. 

Under these circumstances you may more 
or less closely get at what your soda depart- 
ment really costs, and frequently you will be 
astonished at your findings. The large drug- 
gist with a big soda trade, and an imusual 
turnover of investment, makes his soda busi- 
ness 3deld him a handsome profit. There is 
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no doubt about it. Furthermore, he works 
and schemes to sell a large percentage of 10- 
and 15-cent drinks in order to bring up the 
general average of profit. He figures closely, 
and he always knows precisely where he 
stands. 

Not so with the average small retailer. If he 
took the trouble to investigate the facts, he 
would very frequently be surprised, but it 
would be a mighty wholesome experience for 
him. He would then get busy and improve the 
aspect of things. 

Now I don't mean to suggest that if you find 
a given department to be yielding a small 
profit, you should at once throw it overboard. 
Charles H. McConnell, proprietor of the Eco- 
nomical Drug Store in Chicago, whose daily 
sales run from $1000 to $1200, found many 
years ago that his soda and cigar depart- 
ments were actually losing money for him, and 
he promptly abandoned them. 

But this step cannot always be taken by the 
small retailer. Why? Because if one depart- 
ment is thrown out, and something else cannot 
be put in its place, the total sales of the busi- 
ness as a whole are reduced and the per- 
centage of expense consequently increased. 
Let me state the case in another way: The 
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average druggist has a stationary expense, 
and a given department or line, unless it be 
that of soda, will usually require no more help 
and no additional expense of any kind. In one 
sense, then, there is really no expense attached 
to it, and the gross profit becomes at once the 
net profit. In other words, everything made 
is "velvet.*^ 

It would therefore be unwise in many in- 
stances for the small retailer, with limited 
possibilities, to throw out a department which 
paid him even so little as 20 per cent gross 
unless he could put in another which paid him 
more. The large* dealer can do this. Fre- 
quently the small dealer cannot. 
. But some one might reply at this juncture : 
If we are going to keep our departments any- 
way, what good will it do us to know the de- 
tailed facts concerning their rate of profit and 
expense? Much good — ^much good. Every 
line and every department should realize cer- 
tain returns — ^returns which are of course 
different in every case. Just as soon as you 
realize that profits are not holding up in cer- 
tain departments, you will instinctively get 
busy and improve conditions. That is the fun- 
damental value of this whole system of busi- 
ness accoimting. It enables you to know what 
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is happening and it shows you the necessity 
for corrective measures. 

And it must be obvious to every merchant 
that as few goods as possible should be sold at 
a profit below the average percentage expense 
for the entire store, and as many as possible 
above it. By no other rule can a satisfactory 
average be yielded. If it is necessary to carry 
a lot of stuff that pays indifferently, like pat- 
ent medicines, for instance, the thing to do is 
to expend a little gray matter in planning to 
put in other lines that will pay handsomely 
and bring up the average. 

A druggist in Detroit, owning several 
stores, found some years ago that his soda 
business was unprofitable, and after consid- 
erable thought he decided upon the radical 
step of increasing his price for ice-cream soda 
from five to ten cents. Detroit was a five-cent 
town. There was five-cent competition all 
around him and everybody said he was crazy 
and was committing suicide. But he dispensed 
the very best soda he knew how to dispense ; 
he gave first-class service; he had dapper 
attendants and clean surroundings, and he 
sold more soda at ten cents than he had at 
five. 

People passed by the five-cent fountains and 
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came to him. He had turned his soda busi- 
ness from a losing venture into a handsome 
money-maker. 



CHAPTER X. 

THE PRESCRIPTION DEPARTMENT. 

The prescription department of the average 
druggist presents a striking example of the 
fact that he does not make a suitable profit 
on his sales. During 1914 the Bulletin of 
Pharmacy submitted the following prescrip- 
tion to 272 druggists, asking them what price 
they would get for it: 

9 Potassium iodide 4 drachms. 

Syrup Sarsaparilla Compound 3 ounces. 

Elixir Lactated Pepsin, q. s 6 ounces. 

The prices ranged from 50 cents to $1.50. 

Here we have right away a wide discrep- 
ancy which is little less than ridiculous. It 
shows at once that the whole question of profit 
accoimting and profit making isn't put on a 
sufficiently scientific basis. A large number 
of these 272 druggists would have lost money 
on the prescription without suspecting it. 

Furthermore, in our letters of inquiry we 
stated the fact that expenses had risen within 
the last ten years, that the cost of living had 
gone up, that prices on pretty nearly every- 
thing had advanced, and we asked, our cor- 
respondents if they had recouped themselves 
suitably by increasing their prices also. Fif ty- 
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nine per cent responded that they had ad- 
vanced their prices. Forty-one per cent had 
failed to do so : they were doing business ex- 
actly as they had done it ten years before. 

From this investigation these conclusions 
were drawn : 

1. That prescription pricing is in a state of 
utter disorganization — a disorganization so 
complete that the same prescription may he 
priced at fifty cents at one store and at an- 
other y twenty miles distant^ at a doHar-andrOr 
half! 

2. TJiat in spite of increasing costs and de- 
creasing profits^ nearly one-half of the drug- 
gists in the United States have not advanced 
their prescription prices! 

It ought to be understood by every druggist 
that, considering the time consumed in pre- 
scription compounding, the amount of space 
and capital involved, the relatively small yield, 
and the professional skill required for the 
work, a proportionately large profit should be 
realized. 

I have frequently commended the system 
employed in the George B. Evans group of 
store': in Philadelphia. These stores are so- 
called cut-rate establishments, and yet they 
get a much better profit from their prescrip- 
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tion department than the average druggist 
thinks of securing. Mr. Evans throws to one 
side the time-honored method of charging so 
much for a two-oimce mixture, so much for a 
three-ounce mixture, and so much for a f our- 
oxmce mixture, and fixes his price in a scien- 
tific way. A profit of approximately 100 per 
cent on the cost of the bare material and con- 
tainer is calculated, and then the actual time 
consumed in compounding is charged for at 
the rate of a dollar an hour. This rule is 
applied rigidly, even in those cases where 
expensive ingredients enter into the composi- 
tion of the prescription. 

The big druggists, as I have said elsewhere 
in this book, do not hesitate to get good prices 
wherever good prices are necessary. The 
average druggist, on the other hand, is afraid 
of his shadow. If you ask him why he doesn't 
get more for his prescriptions, he will tell you 
that he is watchful of his competitor down the 
street, or that he fears the competition of the 
cut-rate establishment around the comer. 

But notice what has been done by a shrewd 
druggist like Clarence 0. Bigelow, of New 
York City. Mr. Bigelow has a large and suc- 
cessful establishment — ^big enough to require 
the services of 35 or 40 people. Several years 
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ago he found that his expenses had materially 
increased. He discovered that his clerk hire 
had advanced by 50 per cent or more. He saw, 
too, that the cost of material had in many 
cases shot up. There was only one thing for 
a wise merchant to do under such conditions. 
Mr. Bigelow did it. He began to advance 
prices wherever he could. This was particu- 
larly true of prescriptions, and the net story 
is that during the last few years he has grad- 
ually increased his average prescription price 
from 42 to 54 cents. 

This is good business. It is good science. It 
is based on a precise knowledge of what it 
costs to do business. The druggists who fail to 
advance their prices because of imagined com- 
petition ought to take a leaf out of Mr. Bige- 
loVs book. He is located right in the heart 
of the biggest city in the country — ^in an 
environment where competition is keener 
than it is almost anywhere else. But he did 
what he found was necessary and he suc- 
ceeded with it ! 



CHAPTER XL 

FIFTY DRUGGISTS AND THEIR PROFITS. 

I present now what is in many respects the 
most suggestive feature of this book — a sta- 
tistical table showing the business condition of 
fifty druggists. 

I suppose statistics of this kind are exceed- 
ingly wearisome to the average reader. Per- 
haps few people will go over the table on page 
82 with care and thoroughness. While, there- 
fore, I present it in full for its great signifi- 
cance, I shall comment on many of the lessons 
to be drawn from it in the following para- 
graphs. In the meantime every druggist ought 
certainly to be interested in glancing at that 
particular portion of the table which sets 
forth the facts about businesses of the size 
and class of his own. By nmning up and down 
the columns he can see very interestingly how 
his business compares with others of the same 
general type. 

Whether or not, however, you take the 
trouble to examine the table itself, please let 
me call your attention to the following signi- 
ficant facts: 

I have said repeatedly that there was a great 

81 



THE DRUGGIST AND HIS PROFITS 

















■s 


^1 


1^1 














\ 


I 


Si 


l|: 




•H4H 


1 W7 


tlOMT 


|a.84S 








1 


A 


K~ 


18 


w 






SS.T68 


OG 


11.708 






83 


u 








si.ffn 




la-ES! 




so 


SB 


26 


18 






ao.OM 


CO 


•"tM 


7,813 


01 


33 


X 


7 




E 






i08 


4,084 


124 








tMU 


F 


is.ivr 




eo 


4,800 


BO 


31 








a 


ItJOO 




"*! 


4^85 


00 


82 


IB 


U 


4JM 


H 


is.uw 


■n 


177 






87 


IS 


IS 












•looo 








37 




J 




iM 




8,702 






IS 




1315 


K 


M.«6 


no 




7.201 


M 


41 


30 


11 




L 




M 


SI 


0,288 




41 


S7 


18 




U 




116 


en 


"W 




80 


22 






N 


a)!«M 




or 


M 






38 




3.170 


O 


■~1B8 


ii,407 




48 


08 


42 




33 


5.803 




«7 


11.818 


89 






89 


32 




S,1U 


4 


M 




09 




en 






IB 




B 


01 


loisaa 


M 


42 


..JH 




S3 






8 




11.WT 


30 


30 


K» 


38 




B 




T 


138 


ID.MS 








88 






liTSO 




W 


lO.US 


















iHT 


B.B?a 


85 


78 


1.7S7 


88 


38 




».9n 


W 


pVS 


8.B37 


40 










U 




Z 


«4 


S4M 






iXB 


48 








T 


as 


S.19B 




as 


1.84B 


41 


88 






Z 


ao 


8.0W 


71 


06 


1.8W 




M 


21 


8.840 




at 


S.89S 


43 


00 


1,387 


38 


28 


10 


2.387 




us 
















LOGS 




M 








1.491 




24 




s.oin 


Dl 


M 


V,81B 


SO 


80 


lIsM 


35 


22 


13 




El 


Ol 


7,G1S 


M 




870 


88 


28 






PI 




S.2St 




23 


2JH0 




10 




8.440 




IBS 


0.0*8 




as 


IJB7 




39 




1457 


El 


09 


G.S1S 


Bl 


7B 


018 




85 


8 




U 






09 




2,20B 




24 


33 


S.U» 




sa 








1,082 




33 




1.007 


Kl 


il9 


0.991 


-.Jffi 


4fi 


1,880 




18 






U 




MBO 


8.104 


99 


706 


84 


31 


7 






«0 




8,400 












IJKO 




ra 




S,Q8fi 


87 






2S 






Ol 


S,1S2 


6,S10 


2.983 


77 


1,256 


88 


31 


15 


1.3G0 


PI 


s.in 




8.SIK 


04 


1,892 












7.8U 


G.828 


3Jt21 


39 


433 








1.381 




i.n7 


e.B»B 


3,718 


38 


1,0BS 




85 




2J8S 




T.38S 


S,1N> 


2.138 


...30 


708 


29 


10 








T.Rat 






1.BS5 


1,606 




28 


31 


%m 




T^l 


4.W1 


a;809 


2.4B3 




40 


84 




1381 


VI 


e.«8 


4,100 


2,W0 


1,988 


278 








1.378 


Wl 


E,S9a 


3JS11 


2.879 




1.224 


40 




31 


1399 


Zl 




23(8 




i;7ifl 


H8 




84 







THE DRUGGIST AND HIS PROFITS 88 

difference between druggists in profit-making 
capacity ; that many of them went to sleep on 
their opportunities; that most of them were 
making far less money than they thought they 
were making; that they were falling much 
below the standard average of profit; that 
they could do vastly better if they only knew 
the real facts about their business. Notice, 
now, the flood of light thrown on these state- 
ments by the table. 

Consider first, for instance, the percentage 
of gross profit yielded in these 50 stores. It 
varies from 29 to 51. Let this sink in — ^gross 
profits ranging from 29 to 51 per cent ! Think 
of it ! Notice next the percentage of expense. 
This varies from 15 to 35. Thus the percent- 
age of profit realized by some druggists is less 
than two-thirds that of their neighbors, while 
it costs some of them more than twice as much 
to do business as it does others ! 

There is no excuse at all for wide varia- 
tions of this character. It is perfectly true 
that some druggists have to meet more com- 
petition than others; that prices vary in dif- 
ferent localities; that as a rule expenses are 
higher in the city than in the country; but 
with a full realization of such conditions I am 
nevertheless convinced that these things do 
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not explain except in part the widely varying 
incomes which different druggists derive from 
their stores, and that in the last anaylsis the 
results can be traced directly to the druggists 
themselves. 

And, mind you, the differences shown be- 
tween these 50 druggists are as nothing com- 
pared to what you would find if you investi- 
gated the whole field. 

Why ? Simply because these 50 men all kept 
business records. To a certain extent they 
knew where they stood. They were at least 
beginning to do business intelligently. The 
great majority of merchants, on the other 
hand, have never kept any records and haven^t 
the remotest idea what their profits and ex- 
penses really are. If we could get statements 
from such men, we should find an astonishing 
condition of affairs. We should discover hun- 
dreds or even thousands of druggists slowly 
eating up their capital without realizing it, 
and preparing themselves inevitably for the 
kindly offices of the sheriff. 

Now let us run quickly down through the 
tables and make a few suggestive compari- 
sons. Ignoring A, whose business is larger 
than any of the others, we find B, C, and D 
with annual sales nmning about the same. 
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These stores are all in the $30,000 class- 
Observe, however, that B has a net profit of 
17 per cent, C a net profit of 13 per cent, 
whereas D is able to realize only 7. B is 
doing considerably better than the average; 
C has just about an average profit ; D is much 
below the standard. D's gross profits are a 
little small, and his ratio of expense, consider- 
ing the size of the business, is rather too large. 

Next we have eight businesses not very 
different in size — ^E, F, G, H, I, J, K, L. These 
are all in the $25,000 class. The net profit 
runs all the way from 3 to 27 per cent. It 
should be said, however, that I, who attains a 
net profit of 27 per cent, has a business that 
is distinctly out of the ordinary. There is 
something very peculiar about a gross profit 
of 51 per cent, based on sales. Either this 
man's figures are wrong, or else he has a 
business that few other druggists can hope to 
imitate. J, with gross profits of 31, is just as 
far below the average, and his expense of 28 
per cent is too large. His net profit of 3 per 
cent shows that he is away under the standard 
and that his business is in need of radical and 
immediate correction. 

We next have a group of four druggists, 
0, P, Q, and R, who do a business of $18,000 
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or $19,000 a year, and whose figures ought to 
be pretty nearly alike. But we find the ex- 
pense running from 15 per cent, which is very 
low, to 32 per cent, which is altogether too 
high for an $18,000 business. This man with 
a 32-per-cent expense, however, manages to 
get a very satisfactory gross profit of 41 per 
cent, so that he does fairly well after all. If 
for any reason his expenses have to be high, 
he has recouped himself wisely by an adjust- 
ment of his selling figures. Nevertheless his 
net profit of 9 per cent is the lowest in this 
group of four druggists. 

Now let us get down into the $10,000 class, 
which after all represents the average of 
druggists the country over. Suppose we con- 
sider a group of five men, F 1, G 1, H 1, 1 1, 
and J 1. These men all get a gross profit that 
is certainly very gratifying. The lowest, J 1, 
makes 39 per cent. The percentage of ex- 
pense, on the other hand, varies widely — ^f rom 
22 to 35. H 1, who has an expense of 35 
per cent, finds this such a drag that, despite 
a gross profit of 41 per cent, he is able to 
realize a net profit of only 6 per cent. F 1 
has a business that is certainly unusual. A 
gross profit of 50 per cent, and a net profit 
of 24 per cent, are almost too good to be true. 
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Such a business cannot hope to be duplicated 
by very many druggists. 

Running down the table farther still we 
come to 7 druggists in the seven or eight thou- 
sand dollar class — 1 to U 1. The net profit 
varies from 5 per cent to 21 per cent. This 
striking difference illustrates again, what I 
have said so many times, that some druggists 
are able to realize a far less handsome profit 
than others. At least three of these men, Q 1, 
S 1, and U 1, are making too little money. 
Q 1 and S 1 are selling their goods too cheap, 
as witness the percentage of gross profit. U 
1 gets good prices, but his percentage of ex- 
pense is too high. 

But enough by way of analysis. The tables 
speak for themselves, and a thousand lessons 
may be drawn from them by the observing 
student. I may say in passing that the 50 
annual statements represented by the tables 
are not selected statements. We have exam- 
ined hundreds of business records from drug- 
gists during the last 10 years, and I have 
simply taken 50 of them at random, seeing to 
it only that they typified all sorts of busi- 
nesses from $5,000 a year up to pretty nearly 
$50,000. This represents the average range 
of drug stores. Some of the huge city estab- 
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lishments of course have annual sales of 
several hundred thousand dollars a year, but 
for the purposes of this book it would be con- 
fusing to give them consideration. 

Now there are certain final conclusions of 
an interesting character that may be drawn 
from the table as a whole. In the first place 
it will be observed that, in a certain rough 
way, the percentage of expense increases as 
the business diminishes in size — ^that is to say, 
it costs relatively more to conduct a small 
store than a large one. What are called the 
"overhead expenses" are condensed over a 
smaller area of sales. Thus the tables begin 
with A, whose percentage expense is 19, and 
gradually, although not uniformly, the figure 
increases until, with some of the smaller busi- 
nesses down toward the end, it runs up con- 
siderably over 30 per cent. Wherever you find 
any marked exception to this more or less 
uniform rule, you may point your finger at 
something unusual and even suspicious. 

By far the most important discovery yielded 
by this table has reference to certain aver- 
ages disclosed by it. One may find, for 
instance, what are the average percentages 
of gross profit, expense, and net profit. These 
50 druggists, bunched together, realized an 
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average gross profit of exactly 37 per cent. 
They had an average expense of 24 per cent. 
Their net profit was 13 per cent. These figures 
are exceedingly important, and I shall draw a 
moral from them in the next chapter. I am 
convinced from long experience that they rep- 
resent about the average condition the country 
over, and that any druggist whose figures do 
not come up pretty close to them is failing to 
do what he should. 

I have also drawn from the table some addi- 
tional averages of great interest. These are 
as follows: 

Annual sales $16»034.92 

Cost of fiTOods sold 10,020.92 

Gross profits 6,014.00 

Expenses 3,894.24 

Net profits 2,119.76 

These, you understand, are composite aver- 
ages representing the entire group of 50 drug- 
gists. The annual sales are admittedly above 
those of the average drug store. I suppose, 
taking the country over, the average drug 
business amounts to something like $9,000 or 
$10,000 a year. But waiving the matter of 
size, this table of averages is exceedingly in- 
teresting. It represents to me just about the 
ideal condition of things. If any druggist can 
make his business square with it, he will be 
doing very nicely. 
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I find in the page table the statement of T, 
whose annual sales, quite by coincidence, are 
within $6,00 of the average sales given above. 
Now if we compare T's business in detail with 
the foregoing figures, we shall find that T is 
just about living up to this wholesome aver- 
age. His gross profits are a little less, his ex- 
penses are a little more, and instead of making 
a net profit of $2,119.76, he falls about $400 
below that with a net profit of $1,768.00, Per- 
haps, by a little study, he might bridge this gap 
of $400 and just attain the standard average. 



CHAPTER XIL 

WHY SOME DRUGGISTS DONT MAKE MORE MONEY. 

Why are there such enormous differences 
between druggists in the earning of profits? 
Why is one man able to make half or two- 
thirds more money than another with prac- 
tically the same kind of a business? This is 
too big a question to answer in a general way, 
but there are at least a number of reasons 
that you can put your finger on with clear 
definiteness. There are some faults, common 
to many merchants, which go far toward 
explaining the situation. Let us enumerate 
some of them : 

1. They don^t keep business accounts. 
Ignoring such a system of records as this book 
outlines, they have no idea what it costs them 
to do business, no idea what their profits are, 
no exact knowledge of whether they are mak- 
ing money or losing it. They follow the good 
old-fashioned method — or lack of method— of 
spending what accumulates in the bank ac- 
count and fancying that it represents net 
profits. Hundreds of such men have dis- 
covered when it was too late that they were 
eating up their principal without knowing it, 
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and that accumulated dead stock, decreasing 
inventories, bad book accounts, and depre- 
ciation on fixtures had cut into their imagined 
profits so far as almost to destroy them entire- 
ly. The sheriff has had to come along and 
close them up before they comprehended the 
situation. Any druggist who doesn't keep 
careful business records isn't in position to 
know anything at all about the money he is 
actually making. He is asleep at the switch. 
2. They dorCt take inventories. The drug- 
gist who does keep business records, but who 
fails to supplement them with annual inven- 
tories, isn't much better off. I shall have more 
to say about this in another chapter, and if I 
were to go into it here I should be indulging 
in needless repetition. Let it be enough in 
this place to say that a druggist's stock from 
one year to another, frequently fluctuates in 
value anywhere from $200 to $2000, accord- 
ing to the size of the store and the nature of 
the circumstances. For this reason a drug- 
gist who takes no inventory is making that 
much less or that much more than he thinks 
he is making. His business records are robbed 
of accuracy. He may fancy his gross profit 
to be 40 when in fact it is only 30, and he may 
consequently be losing money on many trans- 
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actions that he fondly believes are yielding 
him good returns. 

3. They don^t know how to figure profits. 
There are many druggists who do keep busi- 
ness records, and also take inventories, but 
who blunder strangely in the calculation of 
profits. I have already discussed at some 
length the very common mistake of figuring 
the percentage expense of doing business on 
the volume of sales, and then of figuring the 
profit, not in the same way on the selling price, 
but on the cost. It is quite unnecessary to say 
anything more on this phase of the subject. 
Nevertheless it is true that thousands of drug- 
gists, desiring to get a gross profit of 35 per 
cent on the selling price, secure instead 35 per 
cent on the cost price through carelessness. 
This causes them to sell an article costing 
$1.00 at $1.35, whereas they should sell it for 
$1.54. This one mathematical error, repeated 
imthinkingly hundreds of times during the 
year, explains largely why the profits of many 
a druggist shrink down to the vanishing point. 

4. They lose money without knowing it. 
Partly because of the inaccurate method of 
figuring profits which I have just been con- 
sidering, and partly because department 
records are not kept, many druggists fail to 
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realize a profit on some of their goods. It is 
pretty well known that patent medicines, for 
instance, bought at 68 cents and sold at 80 or 
85 cents, frequently fail to reimburse the 
druggist even for his cost of doing business, 
to say nothing of yielding net profits. But it 
is less frequently known that sometimes even 
the candy and cigar departments are poor 
profit makers. 

Some years ago we had a statement from a 
druggist in the West whose annual business 
amounted to a little over $16,000. He kept 
careful department records, and he found that 
his annual soda sales were nearly $4,000, his 
cigar sales over $6,000, and his candy sales 
something like $1,600. The soda business 
yielded him a gross profit of 35 per cent, the 
cigar business 16 per cent, and the candy busi- 
ness 25 per cent. Now his percentage expense 
was 28, and it was even 23 when, for purposes 
of calculation purely, his own salary as pro- 
prietor had been eliminated. He found, there- 
fore, that he was losing money on his cigar 
business. Without considering his own salary 
at all as a part of his expense, he was still 
losing 7 per cent, and was failing by this mar- 
gin to make any profit whatever toward his 
own living, let alone the question of surplus 
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profits. Even his candy business, netting a 
profit of 25 per cent, lost money for him. It 
paid a little toward his salary, it is true, but it 
failed to measure up to his total real expense 
of 28 per cent. 

I haven't any doubt at all that much the 
same thing would be true of many drug stores 
throughout the country. It doesn't follow, 
however, that because a given line is failing to 
yield adequate profits it should be thrown 
overboard. This phase of the subject I have 
already discussed in the chapter entitled 
"Watching the Departments." In the first 
place, it costs far less to sell some goods than 
it does others. A patent medicine, for in- 
stance, can be quickly wrapped and passed out 
over the counter, and the same thing is true 
of cigars, which are sold with a great deal of 
rapidity. It is therefore not proper or wise 
to charge up against such lines the average 
percentage expense of the whole business. 

Furthermore, as I have already declared, 
some items have to be carried even if they do 
lose money. This is especially true of patent 
medicines. It may even be true with cigars 
and candy, for if one throws out a given 
department and puts nothing else in its place, 
he is reducing his volume of sales and thereby 
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increasing his volume of expense. He may 
therefore be jumping from the frying-pan 
into the fire. 

But, though a loss of profit in a given de- 
partment may not justify the druggist in dis- 
continuing the department, it should cause 
him to devise means to make that department 
yield more money. A knowledge of exact 
conditions will stimulate him to develop re- 
form measures. If a man finds that his candy 
department isn^t yielding ample profits he 
ought to change the selling prices or the char- 
acter of the goods in such manner as to come 
out whole at the end of the year, and he ought 
to find the leaks and stop them up. All of 
which is true to a limited extent with the 
cigar department also. 

Moreover, if a druggist realizes that he is 
making a low profit on a good many lines in 
his store, he then understands the vital neces- 
sity of putting in additional lines, and of 
getting such increased profits elsewhere as 
will bring up his general average of profit. It 
must be obvious to every merchant that as few 
goods as possible should be sold at a gross 
profit below the percentage expense of the 
entire store, and as many as possible above it. 
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By no other rule can a satisfactory average 

be yielded. 

5. They dorCt keep the percentage of ex- 
pense and the percentage of gross profit far 
enough apart This shortcoming grows out of 
what has been said already. It will be seen 
from the analysis of "Fifty Druggists and 
Their Profits," given in Chapter 11, that the 
average percentage of expense was 24, and 
the average percentage of gross profit 37. 
This means an average net profit of 13 per 
cent. 

Every druggist should strive to keep his 
percentage of expense and his percentage of 
gross profit this distance from one another. 
Make your business yield 13 per cent net on 
the average if you can. Hold this up to your- 
self as an eminently attainable ideal and strive 
in every way to realize it. Others have done 
it — ^you can. Don't be satisfied with anything 
less. If you are, then you fall to this extent 
below the general average reached by drug- 
gists throughout the country. 

6. They don^t take advantage of their cash 
discounts. Few druggists realize how much 
money they can save by availing themselves 
of cash discounts, nor do they comprehend 
thoroughly that if they can cut down the cost 
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of their goods in this manner they are cer- 
tainly adding that much to what is yielded by 
them through sales. In a paper read not 
long ago I gave the facts about seven phar* 
macists who had always made it a practice to 
discount all their bills. The annual amounts 
saved by them were as follows: $150, $186, 
$301.26, $600, $600, $1,000, and $5,000. 

Since that time two or three other druggists 
have written me about this feature of their 
business. A physician out West, who runs a 
drug store but who hires a manager to con- 
duct it, told me that with a business of about 
$10,000 a year he was saving on an average 
$150 annually by discounting all his bills. In 
his case this meant an enlargement of the 
total net earnings realized from the business 
of something like 8 per cent ! 

In another case, that of a Michigan drug- 
gist, $196 was saved last year in cash dis- 
counts. A saving of $196 a year is equivalent 
to the net profits on sales amounting to $1,500 
or $2,000 — ^in other words, one would have to 
increase his business to this extent to make 
as much money as he can make without any 
trouble whatsoever by merely taking advan- 
tage of his cash discounts. And yet druggist 
after druggist goes to sleep on this oppor- 
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tunity, and pays anywhere from 1 to 4 or in 
some instances 6 per cent more for his goods 
than he should. 

Many druggists excuse themselves on the 
ground that they haven't sufficient ready 
capital to take advantage of their cash dis- 
counts. Note what one of my seven corre- 
spondentSi referred to in the foregoing, had 
to say on this point. He started in business 
many years ago with a strong determination 
to discount all bills. Finding himself in the 
early days without enough ready money, he 
went to the banks for accommodation. Dur- 
ing the first ten years, when the business was 
yet rather small, he saved a total of $2,646.26. 
Meantime he paid the banks for interest on 
borrowed money only $92.50! 

Can anything be more eloquent than these 
actual facts about one very plain, humble 
druggist in a small town? 

7. Other shortcomings. Now in the fore- 
going I have cited a few of the reasons why 
some druggists don't realize a larger percent- 
age of profit. I have not tried to exhaust the 
whole category of shortcomings. Much might 
be said, for instance, about the unwise grant- 
ing of credit by some druggists. Other drug- 
gists fail to include a salary for themselves 



• « 



100 THE DRUGGIST AND HIS PROFITS 

among their expenses, and thus falsely believe 
themselves to have a very low percentage of 
expense and to be making money with great 
rapidity. And there is another group of men 
who own their store buildings, charge them- 
selves no rent in the expense accoimt, and thus 
get nothing in the way of interest on the in- 
vestment. In these and in other ways drug- 
gists are frequently ignorant of what the 
actual facts are about their incomes, and are 
usually greatly deluded as to the size of them. 

8. ConclvMons. But I have said enough 
imder this head. Neither do I mean to sug- 
gest for a minute that druggists are any worse 
than other retail merchants. They aren't. 
But I am convinced in my own mind that as a 
class they do not make that close economic 
study of their business which the times 
demand. They may be scientific pharmacists 
— ^but they are not scientific business men. 
And modem business, mind you, is a science. 
The old slipshod methods won't go any longer. 

It really doesn't belong in this chapter, but 
I cannot resist saying a word about the care- 
lessness of many druggists in the matter of 
insurance. They do not protect themselves' 
adequately. Not long since a Western drug- 
gist who had built up a large business lost his 
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complete stock and building by fire. The in- 
vestment was fully $75,000, but the amount of 
insurance carried was only $10,000, and if this 
unwise druggist collects every cent from 
debtors, with the $10,000 of insurance added, 
he cannot begin to pay his creditors. More 
than that, the labor and accumulation of 25 
years have been swept away in three hours — 
all because foresight was lacking to secure 
adequate fire protection ! 



CHAPTER XIII. 

A FEW ANNUAL STATEMENTS CRITICIZED. 

Four or five annual statements from drug- 
gists will be reproduced in this chapter for 
two reasons. In the first place, it wiU show 
how these annual statements are to be dis- 
sected. In the second place it will serve to 
indicate how some druggists find that their 
business is not what they thought it was. 

I. 

First a very good and representative state- 
ment from a druggist in Wisconsin, presented 
to us as follows : 



»! Cuh nccivwl f rpoi 90 wks nd book aiMWM $Afll«A^d 

BOOK occoua u l uiBB i m Of ycor J^iOmffr 

XBoekooooopisoadofjroor .«Mlf 

4DMferaMi.boolt.«o«li... f f . 

S. Nci Mlts lor tho ymt ^ f.... 

&I«rt>loqroftlodilMtiaBiW«<y«HU $«Kji4lp* 

7. Pwcham doiiaf yew « «li«l^«^M> 

S. Total cott olawfchaadiM...... , $.., 

9. loTcntory of itodt end of year J^MlWTi^t 

la Net COM ol awrdiandJM Mid dariiif rear ^ $.... 



11 GfoeopreCtt % 

IZ Carrcnt expeaees , 

U Net profits ^.. %, 

14 Total iaoone f i«n kuiMM f 



In the foregoing statement we have the 
seven facts which are absolutely necessary in 
the analysis of any business. With these facts 
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available it is only a matter of addition and 
subtraction^— plain as the nose on your face — 
to complete the statement as follows : 



tCmkfwJ^b^^amtmmiimkmKmm^. f/A#«OiM 

ZBgok.m»ottiwginii«of7CW .t^»HgW ^ 

.JL Book aceooott end of jrfar..i , ^'AAJIf -<^# 

ClDWcKaee in book MMoats > $ y^FO 

5 N«t Mm for th« y«w $/J»S.ll[J« 

4 iBvcntorr of tttek WroBMt oiycM: , f^h3,ir 

7. PMctem dwiiW yctf $li^.^3V 

6 ToMl CM of ■crckairiiM... |fi9>^.^ 

Hbvwlocyoffllockaidofywr |A4e97^l ^ 

l&N«ce«ofaMRlwB«HMM4Mi«]pnr %M9»OJ 

n omiimftt TTTTiTr i^fOi 

UrComM cxp«M» ~ ^...^ iM9S,pr 

AX N«l trafilt m^M 

MLTctdiMMfKMhtaArtM P^r$M 



The book accounts at the end of the year 
were $58.80 greater than at the beginning of 
the year, and this amount was therefore 
properly added to the cash receipts, thus 
giving us the total actual sales for the year. 
In the next place items 6 and 7 were added 
together to give us item 8, from which item 9 
was subtracted to find out the net cost of 
goods sold during the year. Next, in sub- 
tracting item 10 from item 5 we arrive at the 
gross profits, and then in subtracting from 
these the current expenses, we discover what 
the net profits were. The total income from 
the business was the net profits plus the drug- 
gist's personal salary of $1,200 as proprietor. 

There is just one remaining thing to do, and 
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that is to give the gross profits, expenses, and 
net profits in the form of percentages. We 
discover the percentage of gross profit by 
dividing the amount of gross profit, $4,295.71, 
by the net sales for the year, $10,358.80, and 
we find a gross profit of a little over 41 per 
cent. We discover the percentage of expense 
in like fashion by dividing the expenses by the 
net sales, and we find the figure to be a little 
less than 30 per cent. Subtracting the per- 
centage of expense from the percentage of 
gross profit, we find the percentage of net 
profit to be 11. 

This showing is very satisfactory. A gross 
profit of 41 per cent is as good as can ordin- 
arily be expected ; the expenses for a business 
of this size cannot easily be reduced much 
below 30 per cent ; and any net profit over 10 
per cent is all right. This man, with a $10,000 
business, makes a total income of pretty close 
to $2,500. He can't beat that very much, and 
he ought to be perfectly satisfied. 

II. 

Next we have a statement from Colorado, 
and this man isn't so fortunate. From the 
facts given us by the druggist himself we 
made the complete record read as follows: 



THE DRUGGIST AND HIS PROFITS 105 



I fiifc III iri li fimi ii Hill iiil liiiit ■ffiiiMn ^t}.$6l6460 

1. Bodr acewiBte t^BBJM »l ymr .jiaT^BO 



a.^MhMeoMt>Mdefyw -•«580«19 

4 DifMMM ia book MMWrti «.... $ 42.89 

lN««h.farlh.y«r ^^^^^^.. H:556V.99 

4 t«tri M« •! MrdMndiM^ $18740.89 



% tm ,m*it f tmoAmi4tym, f.-74I0.99_ ^ 

ML »# wwi #1 ■■ »rt iwdi » »y »rft y«t tll3S4.90 



u G*«« pnii* $..4fi;KJ3.09 

I2.0mwl MMMM ..^ $..5303«88 

IX MM ! ■» 1 0— >,■..♦.. f-lU0»74 



It will be seen at a glance that this man^ 
instead of realizing any net profit at all, 
suffered a net loss of $1,110.74. He probably 
didn't realize the seriousness of the situation 
until he compiled his record, and until we com- 
pleted it and analyzed it for him. The first 
thing to be noticed is the disproportionate 
expense of running the business. An expense 
account of over $5,000 is perfectly absurd for 
a business of $15,000. The truth probably is 
that the expenses recognized by the druggist 
himself were very large, and that these became 
insufferable when we added to them such 
necessary items as the proprietor's salary, de- 
preciation in stock and fixtures, rental on the 
store building, and the like. 

Whatever may have been the reason, a com- 
plete analysis of this man's business shows 
that his methods are in need of vigorous and 
thorough overhauling. 
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Look, too, at his gross profit. It is only 21.1 
por cent of the sales. This is ridiculous. A 
$15,000 business in a State like Colorado ought 
to oxpcrlence pretty good prices and therefore 
pretty good profits. Gross profits of at least 
Hr> or 40 por cent should have been attained. 
Twonty-one per cent is less than the big cut- 
rato establishments in the eastern cities 
roalixo. 

It is as plain as the nose on your face, there- 
fore, that this man should cut down his ex- 
ponaoa on the one hand, and increase his sell- 
ing prices on the other. Apparently a few 
othor things need doing also^ This is about 
as ftno an example as you could ask for of the 
valuo of keeping business records. 

III. 
II<e>r^ i$ a statement from Canada: 
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This statement tells somewhat the same 
story as the preceding one, although the tale 
isn't quite so harrowing. Dividing the gross 
profits of $3,343.28 by net sales of $10,891.36, 
we have a percentage of gross profit amount- 
ing to 30.6. This is altogether too low, as we 
have already explained. It ought to run from 
35 to 40 per cent in a business of such a size 
in such a location. The percentage of expense 
is also open to criticism. It amoimts to 32.3, 
whereas in no case should it ever exceed 30, 
and many men doing a $10,000 business man- 
age to keep their expenses down to 27 or 28 
per cent. 

Anyhow the lesson here is plain. Expenses 
should be reduced and selling prices should be 
advanced. This man is selling too many goods 
at a low rate of profit. He ought to screw up 
prices materially wherever he can, and he 
should be particularly studious in putting in 
lines of goods on which he can secure a hand- 
some profit. 

IV. 

Another statement is from a druggist doing 
just about the same volume of business. It 
reads as follows: 
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1. Cash nodvad from alt nict aad book accoantt.. .. fXlABO^f^ 

2. Book accavm* begiatiiqg of year ^.. $4|il6.*fiO 

S. Bookaccoaatt cnd-of.yoir. „ .^^^. ••iST&aVO 

4.' DiScrmee ia book aocoMU $>...|,79 9() 

S. Net nlct for the year UlSOl^OO 

^lavateiyof Mock begiaaifig of year n.... ^ L.^fiftlcSS 

7. ParehaMi dariag year ^ ..•.. ix-^SZ^'Q^ 

9. Total coat of mcrchandiM. ^"aSV^-* « 

9, laveatory of ttock end of year > $..a0a6*6'^ 

10, Net COM of merchaadiic lold daring year ^ $..Z5liB»S5 

ilGreuimfiu $-.a78S.76 

12. CarreM cxyentet ^••■69>13,92 

IX NM IMofitI $->->AAO A9( 

14. Tofal iacane froa batiaeu: |,. ..."„.•"* 



Here we have a percentage of gross profit 
amounting to 33.4. This is considerably better 
than that realized in the two preceding cases, 
but still it isn^t quite good enough. The per- 
centage of expense, on the other hand, is 25.8. 
This is a vast improvement, and is as good as 
could be expected. The most that can be said 
about this man is that he should get a little 
better prices. On the whole, though, he is 
doing pretty well. His net profits are $868.83, 
and he probably pays himself a salary of 
$1,000 or so. Altogether the business yields 
him in the neighborhood of $2,000. 



V. 

Finally, here is a man down in Texas who 
is doing exceedingly well. His statement 
follows: 



THE DRUGGIST AND HIS PROFITS 



109 



L 
tBttk 

JL 
4. 
INfl 



7. 

•.Tend 
t. 
MlNfl 



U Ouvm 
I&Nm prate 
UTelrf 



of 

■I* cadef jrwr. 
is iMk Msenntt. 



of 



of yt»r. 
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t.4J5SML.98 

.I7B95'.55 
16208.53 
»■ 1687.02 

... «.ij$564.8S 

... 1.^578.00 

.. «,£.7232.85 



««28S25.69 



9007.16 

... $.15347.80 

«• 8348.51 

. >• -6999.29 



We assume, of course, that this Texas man 
charged a salary for himself in the expense 
account, and it was, let us say, $2,000 or $2,500. 
Therefore this business of $50,000 a year 
yielded him a total income of $9,000 or better. 

His percentage of gross profit was 34.6, his 
percentage of expense was 18.8, and his per- 
centage of net profit was 15.8. Good all 
aroimd ! 

CONCLUSION. 

I may conclude this chapter by reciting 
briefly what I found to be the case with a firm 
in Texas some years ago. The firm comprised 
two partners. After they had been in busi- 
ness a year they submitted an annual state- 
ment to us. They had done a business of 
$22,744, and all through the year they thought 
they were making handsome profits. At the 
end of the year, however, after they had taken 
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inventory, and made calculations as best they ( 

knew how, the situation didn't show up quite i 

as they had expected. They appealed to us 
for assistance. 

They boasted that they handled a good line 
of sundries on which they had doubled their 
money. They had enjoyed a good holiday 
trade and had doubled t^eir money on that 
They had dispensed nearly 7,000 prescriptions, 
and on their prescription business the profit 
was 400 per cent based on costs. Other facts 
like these they told us about their profits, and 
they remarked that they didn't believe there 
was a store in the State getting better prices 
than they were able to obtain. 

We examined their statement with some 
care, asked some additional questions, and 
then presented a set of conclusions which 
proved to be perfectly astonishing. Among 
other things we f oimd that the percentage of 
gross profit, spread over the entire business, 
amoimted only to 31.1 per cent. These people 
fancied they had been making a good deal 
more than that, and they marveled at the 
figures. But the figures were right. They 
were selling many more goods than they im- 
agined at very low rates of profit. More than 
that, there were evidently a good many leaks 
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of one kind and another of which they were 
unaware. 

The percentage of expense was 24.7, which 
was all right for a business of that size, but 
this left a net profit of only 7 per cent Need- 
less to say, this thorough analysis of the busi- 
ness startled both partners. They got busy 
at once and made a radical change all along 
the line, and the next year's record told a 
different story. 

The plight in which this firm found itself 
was strikingly similar to that which hundreds 
and even thousands of druggists would dis- 
cover if they were only equally faithful in 
keeping tab on the figures. It illustrated very 
nicely the incalculable value of such business 
records as are here advocated. 
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CHAPTER XIV. 

THE DRUGGIST'S INVENTORY. 

The system of record keeping described in 
this book, and outlined in chapter 3, involves 
the taking of annual inventories. An in- 
ventory is an essential and inevitable part of 
any scheme of business accounting. Without 
it, your records are very faulty and may be 
grossly misleading. You might almost as 
well not have any records at all. 

And yet, vitally important as an annual in- 
ventory is, the majority of druggists, I am 
almost ashamed to say, neglect it. Ten years 
or more ago, when I first began to talk on this 
subject of business accounting, druggists 
would very frankly say they never took in- 
ventories and they would even brag about it. 
We have moved along somewhat since then, 
for, if they still fail to take inventories, they 
have ceased to plume themselves on it. They 
confess it under their voices. 

The inventory, in fact, is almost the first 
thing to which that druggist should give his 
attention who desires to do business in a busi- 
nesslike way, and who has reached the point 
where he wants to know and not to guess. 
And yet I am afraid there are thousands of 
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druggists who delude themselves into the lazy 
and comforting deception that their stock 
remains the same, and that the money which 
they have spent for living during the year, 
plus that on hand at the year's completion, 
represents the net profit which the business 
has yielded them. 

But how far from the truth this frequently 
is! 

In Philadelphia not long ago two brothers 
bought a store which had previously enjoyed 
a very good trade, and which was pretty well 
stocked. The first year the new owners 
thought they were making all kinds of money. 
They increased their living expenses and 
deluded themselves with the thought that they 
had finally landed on their feet. Over a year 
went by, perhaps indeed two years, before it 
began to dawn on them that they had been 
gradually decreasing the stock in the store, 
and that much of the money which they 
thought they had been making as profit had 
literally been taken out of their capital. An 
inventory would have prevented them from 
making this mistake. 

A druggist in Missouri, who submitted his 
business statement to us for two or three 
years in succession, was finally induced to 
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begin invoicing his stock annually. What was 
the result? He discovered the very first year 
that his assets increased to the extent of 
$1,600. If he had taken no inventory, and if 
he had based his calculations upon purchases 
and sales alone, his figures would have been 
grossly inaccurate. To be sure this particular 
druggist would have erred on the safe side, 
but the very next year the situation might 
have been approximately reversed. 

More striking y^t was the case of an 
Arizona drug firm from which we received a 
statement indicating net profits during the 
year of $1,256.31. The inventory had been 
taken, but it had not been figured up and 
compared with that of the year before. When 
we received the inventory figures for both 
years, and carefully went over the entire 
statement again, we found that this Arizona 
firm, instead of making a net profit of 
$1,256.31 during the year, had actually lost 
$716.60 ! 

A druggist in Canada who had never taken 
stock, and who fancied that he knew the con- 
dition of his business without it, found when 
he came to sell, and when an inventory was 
insisted upon by the purchaser, that the stock 
and fixtures were not worth within $1,500 of 
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what he had imagined. This slump had taken 
place in a little more than three years. Each 
year, then, he had been deceived in his figures 
to the extent of $500. If this amount had 
been deducted from his annual profits, as it 
should have been, he would have known what 
his actual income was and could have lived 
accordingly. As it was, he probably spent 
$500 of his permanent principal every year 
without suspecting it for an instant. Then, 
too, had he been in possession of the real facts 
he would have realized what his percentage of 
profit was and could have awakened himself 
to the necessity of improving the situation 
either by increasing the rate of profit or 
decreasing the rate of expense. 

Instances like these might be multiplied — 
but what^s the use ! 

As I have said on other occasions, I have 
been brought in contact with numerous cases 
where the inventory figures have disclosed 
differences in the value of the stock to the 
extent of anywhere from $200 to $2,000, 
according to the size of the store and the 
nature of the circumstances. The stock in 
any store is constantly shifting ; the prices are 
forever fluctuating; the fixtures, and particu- 
larly the soda fountain and its appurtenances, 
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are always undergoing depreciation, and the 
druggist who is not aware of the exact nature 
and extent of these changes is not in position 
to know where he stands. He may fancy his 
percentage of gross profit to be 40 when in 
fact it is only 30, and he may consequently be 
losing money on many transactions which he 
fondly believes are yielding him good returns. 

The trouble is that many druggists look 
upon stock taking as an endless task But 
this is all wrong. An inventory isn^t such a 
tedious job if a man goes at it in the right 
way. It is a very common mistake to carry 
out the price extensions as you go along. This 
takes so much time that the inventory is 
delayed indefinitely. Some druggists, how- 
ever, will calmly and leisurely plug along day 
after day for several weeks in taking stock, 
not realizing that such an inventory isn't 
worth the paper it is written on. During the 
course of the work the stock has changed so 
rapidly as to render the record worthless, and 
both buying and selling has been going on in 
the meantime. 

There is only one way to take an inventory, 
and take it right. The druggist should select 
a season when trade is dull and sales are few. 
He should put himself and all his clerks at the 
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task. He should keep at it steadily and sys- 
tematically until it is done, working nights up 
to one or two o'clock in the morning, letting 
everything go that can be escaped, and per- 
haps selecting some Sunday for a part of the 
work when the store can be closed arbitrarily 
even if it is not the custom. Attacked with 
this spirit and in this manner, the inventory 
can be completed in two or three days at the 
most, and probably in a stiU shorter time. 

It isn't necessary to weigh every last article 
in the store. The hundred and one fluid- 
extracts, for instance, need not be separately 
measured, entered, and priced. Every prac- 
tical requirement will be met if a mental 
calculation is made of the total volume of 
fluidextracts, and if an average price is 
assumed of, say, $1.50 per pound. The same 
method may be followed with considerable 
accuracy in the case of tinctures, elixirs, and 
similar groups of articles. Average costs can 
easily be determined by a little calculation. 

Costs and values should not be recorded, 
however, when the inventory is being taken. 
To do so would delay the operation unneces- 
sarily, as I have already explained. 

As for the book to be employed, either a 
ruled blank book filled in with the record of 
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your own stock, or a druggist's inventory 
book already printed for the purpose, would 
do, but the former, after once prepared, 
would fit individual requirements more satis- 
factorily. Columns could be left for future 
years, so that the names of the goods them- 
selves need be written on the first occasion 
only, save in those cases where new articles 
were put into stock. Two men should pre- 
ferably work together, one calling off the arti- 
cles and quantities, and the other, book in 
hand, writing them down. 

I have said in a previous paragraph that 
what is known as the "lump method'* could be 
used for classes of goods like fiuidextracts, 
tinctures, and the like. I ought to explain, 
however, that there is some doubt as to 
whether "lump" figures would be accepted by 
insurance adjusters. It must be remembered 
that one of the very great advantages of an 
inventory is to have a definite proof of loss in 
case of fire. Many druggists who did not have 
such a proof have been seriously embarrassed 
when their stores have burned up. 

An alternative for the lump method is the 
following: mark a glass rod into ounces, and 
use this for all shelf bottles of the same style 
and size. By simply dipping it down into the 
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bottle you can tell instantly what the content 
measures. Or, if this seems untidy, mark a 
rule or measure it off in the same way, and 
use it on the outside of the container. By this 
device you can very quickly estimate the 
amount of liquid in a bottle of standard size 
and character. Pills and tablets can be 
guessed at with sufficient accuracy. 

Some druggists, instead of using such an 
inventory book as I have mentioned, use the 
loose-leaf method, or have separate cards or 
sheets, ruled with a price colunm for the 
extensions. When the inventory is begun 
these cards or sheets are distributed among 
the clerks. Each clerk is given a section or 
department of the store: he takes every 
article in the order of its location, and there 
is a separate sheet for each department or 
each class of goods, as the case may be. 

When all hands have finished their task, 
these cards or sheets are arranged together 
under their different headings, and the cost 
extensions are made afterwards in the regu- 
lar way. The cost of an article should be 
put on the inventory at the time it is entered, 
however, if this is known; otherwise it will 
help somewhat to put the selling price imme- 
diately after the name of the item. But I 
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repeat, never wait to look up costs at the time. 
If for any reason you have to stop before your 
section is finished, place your card or sheet 
beside the last article listed, and there will 
then be no confusion when you resume the 
work a few minutes later. 

It is only necessary to make the price 
extensions, after which the footings of each 
department in the store may be transferred 
to a summary sheet, and the totals of this 
summary will then represent the complete 
inventory. 

As between this more detailed method, and 
the "lump" method previously suggested, I 
make no recommendation, save to suggest 
again that the more detailed inventory will be 
a better claim of loss in case of fire. The 
insurance companies unquestionably require 
an itemized inventory, and a man who can 
show such an inventory is more likely to gain 
full recompense. Many druggists, however, 
content themselves with the lump method, 
and this does well enough for ordinary pur- 
poses. 

Here are a couple of mathematical short 
cuts that may be of service. To determine the 
price of a single package or article, multiply 
the gross price by 7— literally, of course, .007. 
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To illustrate: if a certain piece of merchan- 
dise costs $9.00 a gross, the price of a single 
package is six and three-tenths cents. 

Another useful aid is a table devised some 
years ago by T. L. Linn, of East Grand Forks, 
Minn. It is as follows : 
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Suppose you want to find the cost of 5/12 
of a dozen at 75 cents a dozen. Find 5 in the 
top row of figures, and run down the column 
to the left to 75. You find 31, and that is the 
figure you are after. This table isn't com- 
plete, but the idea is clearly shown, and any- 
one could finish it in a few minutes. 

Mr. Linn uses a similar table to find ounce 
prices when the price per pound is given. He 
has both tables drawn off on large boards, 
the figures being made so big that they may 
be read at a glance. Such aids are of great 
service in inventory taking. 

Every druggist, of course, will devise his 
own method of taking an inventory. There 
are almost as many methods as there are men. 
The problem isn't at all difficult, however, if 
a man goes at it in the right spirit, and if he 
is determined to do it up quickly. I repeat 
that all hands should be turned loose on it at 
a given signal, and they should work night 
and day imtil the job is done. This is the main 
essential. Don't let it drag along. When you 
do, your inventory is worthless because inac- 
curate, and more than that you will become 
so discouraged that you will never take stock 
again. 

Incidentally a great advantage of taking an 
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inventory lies in this, that it shows you at 
least once a year what your stock is in detail. 
You find a lot of stuff that you didn't know 
you had. You immediately begin unloading. 
If you find your investment too great in one 
line you bring it to the front and push it out. 
Nothing is more important in the drug busi- 
ness than keeping your stock fresh, keeping 
your investment down to the minimum, keep- 
ing your turnover working as much as pos- 
sible, and having everything move out of the 
store as well as into it. 



CHAPTER XV. 

RENT, CLERICAL EXPENSE AND STOCK TURNOVER. 

So far in this book, in discussing expenses, 
I have always lumped all the expenses in a 
store together and given the average as a 
whole. It might be interesting now to go into 
detail somewhat and discuss such things as 
the cost of rental, the cost of clerk hire, the 
frequency with which a druggist's capital 
should be turned over, and the like. 

The Bulletin of Pharmacy ^ with which I am 
connected, began making a study of profit 
accounting 10 or 12 years ago. System^ the 
well-known "magazine of business," soon took 
up the work and applied it to the general field 
of merchandising. Later still Harvard Uni- 
versity became interested and established 
what is known as The Graduate School of 
Business Administration. From these sources 
we have since had a somewhat elaborate 
investigation of certain classes of retail 
stores, and the findings have been quite sig- 
nificant. 

Selden 0. Martin, Ph.D., director of the 
Harvard Bureau, has particularly directed his 
attention to the shoe business, and has not 

124 



THE DRUGGIST AND HIS PROFITS 126 

only compiled some interesting figures in con- 
nection with this branch of trade, but has 
elaborated a very complex system of account- 
ing for shoe dealers. On the question of 
rental expense, Dr. Martin has discovered 
that the percentage of rent to net sales ranges 
all the way from 1.8 to 14.6 per cent, with a 
marked number of cases "centering like shots 
about a bulFs-eye" around 5 per cent. A more 
efficient group of stores, enough to indicate 
the possibilities, attain the low figure of 3 per 
cent. Systenij on the other hand, has found 
that the rental average with drug stores is 
4.2 per cent. 

During 1914 the Bvlletin of Pharmdcy made 
an investigation of 216 drug stores. The 
rental expense was found to run all the way 
from iy2 per cent of the sales to 15 per cent. 
This is so confusing as not to be very useful 
or suggestive. The city druggist frequently 
and perhaps usually pays a rental of about 
10 per cent. Spread over city and country 
both, however, and taking the United States 
as a whole, we have arrived at a percentage 
of 4.5 as an average — 4.5 per cent, that is, of 
the sales. 

As already indicated, however, this doesn't 
mean much. The city druggist will do very 
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well if he cuts his average down to this per- 
centage, while the country druggist will easily 
go below it. 

Much the same thing is true of clerical 
expense. Dr. Martin found that this averaged 
8 per cent in shoe stores in cities of 100,000 
and upwards. He tells of an important retail 
shoe firm in Philadelphia which spent much 
more than this without knowing that it was 
exceeding the normal per cent, when the Har- 
vard figures came along and the firm discov- 
ered its mistake. Correction was promptly 
made. System, on the other hand, presents 
10.95 as the clerical expense for a drug store. 

In our investigation of 216 drug stores, we 
found all sorts of figures representing the 
clerical expense, but the average was discov- 
ered to be 9.14 per cent. I am inclined to 
believe, as the result of much observation, that 
something like 10 per cent may be considered, 
not the average, but almost the high point. 

The question of stock turnovers is also 
rather an interesting one. But here, too, you 
get a wide variety of results. Dr. Martin 
found with shoe dealers that the turnovers 
ranged all the way from 1 to 3.6 per cent, with 
a normal turnover of 1.8, and an attainable 
turnover of 2.5. Our figures, on the other 
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hand, ran all the way from 1 to 7, with an 
average turnover of 3.2. 

We suspect that in some cases our corres- 
pondents used the wrong method of arriving 
at their results. In figuring the turnover, the 
cost of goods instead of their selling price 
should be divided by the inventory. It is the 
actual money invested in stock that should be 
considered, and not what the stock yields. The 
amount of money tied up, in other words, and 
how frequently it is turned over, is what you 
want to know. 

And of course nothing but stock should be 
considered; the investment in fixtures and 
the like should be ignored, as should also the 
investment in the store building in case you 
should happen to own it. 
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